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X.  isisoBaaiag 


A.  BACKGSOmrO 

In  Deceaber  1975«  the  Department  of  Defense  (DOD) ,  the 
Departaent  of  Health,  Edusation,  and  Welfare  (HEW),  and  the 
Office  of  Hanageaent  and  Budget  (OHB)  coapleted  the  Renpyt 
of  the  Hilitarv  Health  ZSS.S,  ^tady  [Bef.  1].  The  Study,  a 
tvo  and  one^half  year  examination  of  the  military  health 
care  delivery  system,  was  commissioned  at  the  direction  of 
the  president  in  August,  1973.  Areas  of  concern  included: 

1.  The  “anticipated  physician  shortage"  resulting  from 
an  and  of  tne  "Doctor  Draft"  in  1973. 

2.  The  "quality  of  systems  for  planning,  management, 
and  evaluation"  of  the  nilitary  Health  Services 
System. 


3.  The  "increasing  overhead  and  support  costs"  associ¬ 
ated  with  providing  health  care  to  the  military 
establishment. 

4.  "The  social  equity  of  military  medical  care  and  com- 

patability  with  national  health  care  objectives." 
[Ref.  1:  p.  3] 

The  Hilitary  Health  Care  Study  (HHCS)  contains  nine 
major  recommendations  "for  more  affective  and  efficient 
delivery  of  military  health  care  services  in  tha  continental 
United  States  (COHUS)  fixed  military  medical  facilities 
during  peacetime"  [Bef.  2:  p.1-9].  The  HHCS  also  criticized 


10 


%  »  •  V  «  . 


the  "lack  of  adequate  population,  workload  and  cost  data,” 
and  the  lack  of  "comparable  inforaation  systems"  among  the 
Serwices  [Ref.  1:  p-7]. 

Pour  specific  findings  of  the  study  which  gave  impetus 
to  the  creation  of  the  Oniforn  Chart  of  Acounts  (OCA)  were 
as  follows: 

1.  Separate  and  independent  inforaation  systems  and  data 
bases  are  maintained. 

2.  Different  interpretations  of  the  definitions  of  common 
data  elements  are  aade. 


3.  Inconsistencies,  definitional  problems,  and  non¬ 
comparable  inputs  provide  three  divergent  output 
nodes. 

4.  Valid  comparisons  of  systems  operations  cannot,  there¬ 
fore,  be  made.  [Ref.  2:  p.  1-9j 

The  HHCS  therefore  recomnended  that  data  be  collected  and 
information  developed  in  such  a  manner  that  a  cost  per  bene¬ 
ficiary  could  be  computed  and  used  as  a  measure  of 
efficiency  and  effectiveness.  As  a  result  of  these  recom¬ 
mendations  OOD  established  a  tri-service  working  group  in 
July  1976  to  develop  a  uniform  cost  reporting  system.  This 
system,  the  Dniforn  Chart  of  Accounts  for  Military  Medical 
and  Dental  Treatment  Facilities,  was  implemented  at  ten  test 
sites  on  1  October  1978  and  throughout  DOD  on  1  October 
197  9. 
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The  stated  purpose  of  OCh  "is  provids  consistent 

principles,  standards,  policies,  definitions,  and 

requirements  for  expense  and  performance  accounting  and 
reporting  by  DOD  fixed  military  medical  facilities”  tBef.  2: 
p.l-'Sl.  OCA  was  also  intended  to  assist  health  care 
memagers  "in  the  measurement  of  productivity,  the  develop- 
ment  of  performance  and  cost  standards,"  the  promotion  of 
"cost  effectiveness,"  and  the  identification  "of  areas 
requiring  management  empbasis"  [Bef.  2:  p.1-7].  It  was 

believed  that  these  goals  could  be  accomplished  by  devel¬ 
oping  common  standards  foe  measuring  and  reporting  cost  and 
perrormance  data.  These  standards  vauld  also  permit  compar¬ 
isons  between  military  treatment  facilities,  improve  the 
identification  of  medical  capabilities,  and  improve  poten¬ 
tial  areas  for  interservice  support  *Ref.  2:  p.1-7]. 


B.  PUBPOSE 

A  considerable  amount  of  time  and  effort  is  required  at 
medical  treatment  facilities  to  gather  and  process  the  data 
required  by  OCA.  However,  its  appropriate  use  by  management 
at  the  local  activity  and  by  health  care  planners  and  deci¬ 
sion  makers  at  higher  authority  has  not  been  fully  explored. 


In  1979  Olson  examined  the  aCA  data  generated  by  the  ten 
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t«st  sitss  to  dotaraice  if  aea&ingfal  costoperfornanca  rela*’ 
tio&ships  could  ba  devalopad  vhich  vould  facilitate  coapari- 
SODS  of  hospital  perforaaace.  Several  alternatives  were 
axaaisad  and  racoaaendations  were  aade  vhich,  in  Olson's 
opinion,  would  sake  such  comparisons  aore  meaningful  to 
aanagers  at  all  levels.  [Ref.  3] 

It  is  the  intent  of  this  thesis  to  critically  analyze 
OCR  to  estiaate  the  value  of  the  inforaation  being  generated 
and  its  appropriate  role  as  a  tool  for  aanageaent  control 
and  resource  allocation.  It  is  important  that  the  fundaaen** 
tals  of  this  systea  be  understood  by  aanagers  at  all  levels 
in  order  to  prevent  the  inappropriate  use  or  application  of 
OCR  data  in  decision* aaking. 

C.  COITIHT 

Chapter  II  provides  a  brief  discussion  of  recognized 
concepts  in  planning  and  control  theory  and  practice  as  they 
relate  to  OCR  as  well  as  a  general  overview  of  the  objec¬ 
tives  and  processes  of  QCA.  Chapter  III  ezaaines  UCR  in 
relation  to  recognized  principles  of  cost  accounting  and 
highlights  the  differences  and  siailarities.  The  analysis 


in  this  chapter  focuses  on  the  value  and  appropriate  use  of 
OCA  data  at  the  activity  level,  using  OCA  data  generated  by 


Oakland  (hereafter 


the  Naval  Begional  Hedlcal  Cenrec, 
referred  to  as  Oakland)  as  a  basis  for  the  exasination. 
Chapter  IV  addresses  the  appropriate  use  of  0C&  data  by 
sedical  planners  and  decision* sakers  at  the  Office  of  the 
Assistant  Secretary  of  Defense  for  Health  Affairs 
(OASD(HA)).  The  analysis  focuses  on  the  lieitacions  of  cost 
per  unit  of  output  coapacisons  vhen  used  as  a  aeasure  of 
efficiency  and  as  a  tool  for  resource  progranaing  or  alloca* 
tion.  Chapter  V  contains  the  conolusions  reached  on  the 
basis  of  the  research  and  analysis  contained  in  Chapters  III 
and  IV.  Appendices  A  through  D  present  a  technical  fraae* 
work  of  the  DCA  process  providing  background  to  the  analysis 
conducted  in  chapters  III  and  IV. 

D.  BESEAECH  APPBOACH 

As  a  aediua  for  conducting  this  research  the  Coaaanding 
Officer  of  Oakland  aade  his  facility  available  as  a  basis 
for  exaaining  the  systee  and  its  appropriate  use  by  aanage* 
aent  at  the  local  level.  Several  on  site  visits  were  aade 
to  Oakland  to  acquaint  the  authors  with  the  procedures  used 
in  the  gathering,  processing,  and  reporting  of  OCA  data. 
During  these  visits,  interviews  were  conducted  with  both  the 
developers  and  users  of  the  data.  In  addition,  an  entire 


year's  worth  of  OCA  data  was  provided,  and  was  used  exten¬ 
sively  by  the  authors  in  the  analysis  of  OCA  at  the  activity 
level.  A  visit  was  also  lade  to  the  Navy  Bureau  of  Bedicine 
and  Surgery,  Washington,  D.c.  Discussions  were  held  with 
sany  of  the  users  of  OCA  data  and  inforaation  was  obtained 
pertaining  to  the  current  and  proposed  uses  of  the  data  by 
decision  makers. 

A  review  of  the  cost  accounting  literature  was  conducted 
to  deteraine  the  extent  to  which  the  OCA  process  cccforas  to 
recognised  principles  of  cost  accounting.  This  review  also 
provided  the  authors  with  inforaation  on  the  type  of  cost 
data  that  is  considered  to  be  most  aeaningful  to  managers  at 
all  echelons  within  an  organization.  When  combined  with  the 
views  and  needs  of  aanageaent  obtained  from  the  above 
mentioned  interviews,  the  authors  were  able  to  analyze  and 
evaluate  DCA  inforaation  froa  both  the  theoretical  and  prac¬ 


tical  perspectives 


IX.  HAMAGBHBMT  COHTBOL  SX^SSi  AgS  XSS  CHAHT  OF 

ifiSogsXS 

This  chapter  prorides  a  general  overview  of  soee  of  the 
principles  of  sanageoent  control  and  cost  accounting  as  they 
relate  to  OCA.  The  discussion  in  this  chapter  proceeds  fros 
a  general  discussion  of  planning  and  control  to  a  sore 
specific  focus  on  OCA  as  a  cost  accounting  systes,  and 
concludes  with  a  general  description  of  the  objectives  and 
the  process  of  OCA.  The  focus  proviled  in  this  chapter  will 
enable  the  reader  to  better  understand  the  analysis  that 
follows  in  Chapters  III  and  IT. 

A.  PLAVBIHG  AHO  COHTBOL 

Regardless  of  the  purpose,  structure,  or  size  of  the 
organization,  all  sanagecs  engage  in  a  process  of  planning 
and  control.  Planning  identifies  what  the  organization  will 
do  and  how  it  will  do  it.  Control  provides  a  seans  of 
assuring  that  the  results  obtained  are  those  that  are 
desired  [Bef.  4:  p.2].  Three  types  of  planning  and  control 
found  in  aost  organizations  are  identified  by  Anthony  and 
Herziinger : 

1 .  strategic  Planning  is  the  process  of  deciding  on  the 
goils  or  tne  organization  and  on  broad  stategies  that 
are  to  be  used  in  attaining  these  goals. 


trol  is  defined  as  the  process  by  which 
iGres  that  the  organization  carries  cut 
and  efficiently. 


is  the  process  of  assuring  that 
arried  out  effectively  and 


OCA  is  concerned  with  ensuring  that  the  objectives  at 

each  echelon  of  sanageeeat  are  iapleaented  effectively  and 

efficiently  and  with  bringing  to  nanageaent's  attention 

those  ar^s  that  nay  require  increased  aanageaent  eaphasis 

[Ref.  2:  PP«1~7].  The  developers  of  OCA  recognized  the  need 

for  aanageaent  control#  as  illustrated  by  the  following 

stateaent  froa  the  OCA  iapleaenting  directive: 

aanagers  need  current,  accurate#  and  coaplete  quantitative 
data  for  decision  aaking.  coaparing  actual  perforaance 
with  objectives#  analyzing  significant  deviations#  and 
taking  corrective  action  [Ref.  2:  p.1-101. 


The  Onifora  Chart  of  Accounts  appears  to  be  a  aanageaent 
control  systea  and  atteapts  to  provide  aanagers  with 
inforaation  that  will  aid  in  their  ability  to  iaprove  the 
efficiency  and  effectiveness  of  the  ailitary  health  care 
delivery  systea.  Although  not  specifically  designed  to  deal 
with  the  day  to  day  operating  decisions  that  are  appropri¬ 
ately  influenced  through  operational  control#  individual 
activities  have  the  flexibility  to  design  systeas  in  support 
of  OCA  that  aeet  their  own  organizational  and  aanageaent 
needs  [Ref.  2:  p.1-11]«  This  issue  will  be  the  eaphasis  of 
Chapter  III. 


B.  EFFICIBICT  JLHD  BFFSCTI7BEESS 

The  Bilitary  Health  Care  Study  (NHCS)  ,  the  iapetus  for 
the  developaent  of  OCA,  identified  the  need  to  monitor  the 
efficiency  and  effectiveness  of  the  Hilitary  Health  Services 
Systes  (BBSS)  CSef.  1:  p.8d}. 

Anthony  and  Herzlinger  (Ref.  4:  p.5]  have  defined  "effi¬ 
ciency”  as  "the  ratio  of  outputs  to  inputs,  or  the  asount  of 
output  per  unit  of  input",  and  "effectiveness"  as  a  aeasure 
of  hov  well  an  organizational  unit  has  set  its  objectives. 
In  Bost  cases  a  aeasure  of  efficiency  can  be  developed  by 
relating  quantifiable  inputs  to  quantifiable  outputs  and 
then  coaparing  the  results  to  soae  standard  that  represents 
the  inputs  that  should  have  been  incurred  for  the  actual 
outputs  produced.  in  this  respect,  HCA  atteapts  to  aeasure 
efficiency  by  coaputing  a  cost  per  unit  of  output  for 
various  inpatient,  aabulatory  care,  and  ancillary  service 
accounts.  These  accounts  are  identified  in  Appendix  A. 

Effectiveness  deals  with  how  well  the  outputs  of  an 
organization  contribute  to  the  accoaplishaent  of  its  objec¬ 
tives  and  in  general  is  nuch  aore  difficult  to  aeasure.  In 


many  cases  it 

is  necessarily 

stated  in 

subjective 

and 

non quantifiable 

ter  as  because 

of  the 

difficulty 

in 

18 


quantifying  both  the  objectives  of  an  organization  and  its 


outputs  [Ref.  4:  p«5].  The  9H3S  identified  four  aajor 


objectives  of  the  Military  Health  Services  System: 


1.  To  maintain  a  physically-  and  lentally-fit ,  combat- 
and  operation ally- ready  military  force... 


2.  To  ensure  the  timely  avedlability  of  trained  manpover 
and  other  health  resources  required  to  provide  support 
to  approved  combat,  mobilization,  and  contingency 
plans  of  the  military  forces,  while  maintaining  a  pro¬ 
fessionally  viable  and  effective  military  health  care 
system  that  is  an  incentive  for  the  recruitment  and 
retention  of  high-quality  health  professionals  in  an 
all  volunteer  military  force... 


3.  To  provide  a  program  of  health  services  to  all 

eligible  beneficiaries  as  currently  authorized  by 
lav,  and  which  has  developed  through  practice... 


4.  To  maintain  a  system  of  health  services  that  function 
as  effectively  and  efficiently  as  possible  and  to 
assure  the  complete  and  efficient  utilization  of  all 
Department  of  Defense  health  resources. 

[Ref.  1:  p. 15-16] 


UCi  attempts  to  assist  in  the  accomplishment  of  the  last 


obj  ective. 


I  C.  HIHA6SBEVT  COVTROL  STSTSHS 

Anthony  and  Rerzlinger  [Ref.  4:  p.14]  address  four  prin¬ 
cipal  steps  in  the  management  control  process  each  of  which 
I  leads  to  the  next  to  form  a  closed  loop: 

1.  Programming 

f 

I  2.  Budgeting 

3.  Operating  (and  measurement) 

4.  Reporting  and  Analysis 

j  . 
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UC&  is  a  cost  accoonting  systea  that  relates  to  the  last 
step  in  this  process. 

Oaring  the  deeelopaent  of  (TCA  the  designers  considered 
the  existing  accounting  and  reporting  systess  as  veil  as  the 
"differences  in  the  nilitary  sissions,  systea  sizes, 
hospital  sizes,  fiscal  and  financial  stractures,  reporting 
authorities,  reporting  r  eguireaents,  and  other  distin¬ 
guishing  factors"  [Bef.  2:  pp.  1-9, 1-10].  OCA  is  a 

aanageaent  control  systea  necessarily  iaposed  upon  struc¬ 
tures  and  systeas  already  in  ezistance  rather  than  being 
designed  to  aeet  the  specific  needs  of  each  individual 
activity.  Because  of  this,  the  process  feedback  loop 
between  step  4  and  step  1  identified  above  was  not  systeaat- 
ically  developed.  The  liaitations  in  trying  to  force  the 
current  OCA  structure  to  couple te  the  loop  for  use  as  a  tool 
in  prograaaing  resources  will  be  discussed  in  Chapter  17. 

0.  COST  ACCOOVTXBG  STSTESS 

"The  essence  of  the  aanageaent  process  is  decision 
aaking  -  the  purposeful  choosing  froa  aaong  alternative 
courses  of  action  to  achieve  soae  objective"  tBef.  5:  p«4], 

aanageaent  control  systeas  and,  aore  specifically,  cost 
accoonting  systeas  such  as  OCA,  should  serve  decision  aakers 
within  the  organization. 


The  proper  developeent  of  a  cost  accoaatisg  system 
regaires  a  thorough  undarstaading  of  the  organizational 
structure  of  the  enterprisa,  the  processes  that  take  place 
within  the  organization,  and  the  information  requirements  of 
all  management  levels  [Bef.  6:  p.65].  OCh  4$  \  yvs-^em  th^t 

is&M  ^  siisilaa  ti&iasi&l  itisslw.  2£ 

ihs.  ssczist  isdis&i  iisactis&U  &fii  tk&iL  s&cs 

lafl  isaaisd  ocgaaizatlon.  BgQcesges. 

a&i  laXsciaiiaa  uaiiicusaia  xsci  aiiilax  sassali 

com  pa  table  &  coamon  Ogl  concept.  The  impact  that  this 

assumption  has  upon  the  decision  aalcars  at  both  the  activity 
level  and  at  higher  authority  will  be  addressed  in  Chapters 
in  and  1?,  respectively. 

The  majority  of  literature  on  the  subject  of  cost 
accounting  primarily  addresses  profit  generating  enterprises 
[Baf.  5,6,7].  The  literature  that  deals  with  cost 
accounting  in  health  care  facilities  addresses  institutions 
in  the  private  sector  [Bef.  8,9,10,11].  Coamon  uses  of  cost 
data  in  the  private  sector  include:  measuring  profit; 

identifying  inventory  costs;  assisting  in  the  development  of 
pricing  policy;  controlling  costs  in  responsibility 
centers;  and  furnishing  relevant  data  for  decision  making 


CR«f.  6:  pp.40*41]«  In  private  sector  health  care  institu¬ 
tions  it  has  been  observed  that  the  aajor  use  of  cost 
accounting  inforaation  has  been  for  establishing  and  setting 
prices  [Ref.  8]  and  "to  insure  that  ell  expenses  incurred  in 
its  operation  are  covered  by  the  charges  to  users*  [Ref.  12: 
p.58].  Obviously,  OCA  data  has  liaited  application  for 
establishing  prices  for  health  services  within  DOD.  It  is 
prinarily  intended  for  use  by  decision  nalcers  within  the 
Hilitary  Health  Services  Systea  (HHSS)  in  evaluating 
perforaance,  aeasuring  productivity,  and  ensuring  the  effi¬ 
cient  use  of  resources  [Ref.  2:  pp.  1-10, 1-11].  Although  the 
use  of  cost  accounting  data  within  the  HHSS  will  not  always 
be  the  sane  as  that  for  either  profit  generating  enterprises 
or  private  sector  health  care  institutions,  it  appears  that 
the  systea  design  concepts  and  the  actual  processes  are 
siailar. 


B.  THB  OIIFORH  CHART  OF  ACCOORIS 

OCA  was  established  to  provide  a  standard  accounting  and 
reporting  systea  for  all  OOD  fixed  aedical  treatment  facili¬ 
ties  that  would  assist  aanagers  in  making  decisions 
concerning  the  operation  of  the  Hilitary  Health  Services 


Systea. 


To  accoaplish  this  task,  six  objectives  were 


established  for  OCA.  Specifically,  these  objectives  were  to 
provide: 

1 •  a  single  tri-servics  chart  of  accounts 

2.  coBBon  definitions  of  vorhload,  cost  eleaents,  and 
work  centers 

3.  a  basis  for  aanageaent  reports 

h.  a  Beans  of  Beasuring  perfornance  for: 


foi  interservice  coaparisons 
ic)  in tra service  coaparisons 

<d)  civilian  sector  coaparisons 

5.  A  aechanisa  to  aeasure  efficiency  and  cost 

6.  A  coBBon  aechanisa  for  the  assignaent  of  overhead  and 
ancillary  service  expenses.  [Ref.  2:  p.1‘13] 

Hedical  treataent  facilities  vere  given  the  flexibility 
to  design  systeas  in  support  of  OCA  that  aet  their 
individual  needs,  consistent  with  the  reporting  requireaents 
of  the  Office  of  the  Assistant  Secretary  of  Defense  for 
Health  Affairs  (OASO(HA))  (Ref.  2:  p.  The  hope  was 

that  this  flexibility  would  provide  aanagers  at  all  levels 
with  the  ability  to  aake  better  decisions  on  the  operating 
activities  of  the  ailitary  health  care  delivery  systea 
[Ref.  2:  p.1-10]. 

OCA  is  a  cost  accounting  systea  that  identifies  the 
total  cost  associated  with  the  aedisal  aission  of  OOD  fixed 
aedical  treataent  facilities,  assigns  these  costs  to  work 
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centers,  and  through  a  stepdovn  process  farther  assigns 
these  costs  to  a  nunber  of  final  operating  expense  accounts. 
OCh  also  identifies,  in  special  progran  accounts,  those 
costs  that  are  associated  with  functions  that  are  necessi¬ 
tated  by  the  silitary  Mission  of  the  actirity  but  are  not 
related  to  direct  patient  care.  Appendix  A  provides  a 
fairly  detailed  discussion  of  UZA  and  provides  specific 
inforsation  concerning  the  stepdovn  lethodology.  Appendix  B 
provides  a  detailed  listing  of  OCA  accounts  (worh  centers) 
to  which  all  costs  must  be  assigned,  and  the  perforaance 
factor  which  serves  as  a  basis  for  workload  data  collection. 
Appendix  c  provides  guidelines  for  the  appropriate  distribu¬ 
tion  of  fttll-tiae  equivalent  aan-aonths  to  OCA  accounts 
(work  centers).  Appendix  0  provides  the  sequence  which  must 
be  followed  in  the  closing  of  the  interaediate  operating 
expense  accounts. 

"The  end  product  of  OCA  is  a  substantial  data  base  of 
inforaation  and  a  aedical  Expense  and  Perforaance  Report 
(HBPH)"  [Ref.  2:  p.  1-13].  The  HBPR  represents  a  suaaary  of 
the  data  developed  during  the  OCA  process,  a  copy  of  which 


is  included  as  Figures  A. 2  and  A. 3  of  Appendix  A 


Th«  IfCA  process  consists  of  four  basic  steps  as  depicted 


in  Figure  2. 1  .  The  first  step  is  the  accuaulation  of 
workload,  perfornance,  and  cost  data  froa  inforaation 
systeas  that  were  already  in  existence  prior  to  the  iaple- 
aentation  of  OCA.  Although  OCA  was  not  designed  to  alter 
the  existing  structures  of  the  ailitary  aedical  departaents 
and  assuaed  that  existing  financial  and  manageaent  data 
collection  systeas  were  adequate  to  leet  the  reguireaents  of 
OCA,  systeas  that  did  not  confora  were  expected  to  be  "aodi- 
fied  at  the  earliest  opportunity"  *Bef.  2:  p.1-14]. 

The  second  step  of  the  OCA  process  concerns  the  purifi¬ 
cation  of  the  data  accuaulated  in  step  one.  The  purpose  of 
this  step  is  to  properly  align  the  accuaulated  data  so  that 
all  costs  associated  with  the  aedical  aission  are  properly 
recorded  and,  to  ensure  that  costs  not  related  to  the 
aedical  aission  are  recorded  in  the  appropriate  special 
pro gran  account. 

Step  three  involves  the  processing  of  the  data  that  has 
been  accuaulated,  purified  and  recorded  in  the  OCA  accounts 
described  above.  This  step  involves  the  allocation  (step- 


down)  of  costs  froB  support  and  ancillary  workcenters 
(interaediate  accounts)  "to  direct  patient  care  services 
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(final  accounts)  and  to  thosa  nonpatient  care  aissions 
supported  by  the  aedical  treataant  facility  (special 
prograas)**  [Ref.  2:  p.l-IU].  This  process  is  described  in 
detail  in  Appendix  A. 

The  last  step  of  the  OCA  process  involves  the  reporting 
of  results.  As  a  result  of  the  accuaulationr  purification, 
and  processing  of  the  data,  a  nuaber  of  data  displays  are 
developed,  all  of  which  support  the  ability  of  an  activity 
to  coapile  the  Medical  Expense  and  Performance  Report  which 
is  sttbaitted  to  OASO  (HA) .  Several  of  these  data  displays 
are  described  in  Appendix  A. 

This  brief  discussion  of  the  OCA  process  is  intended 
only  to  provide  the  reader  with  a  rudiaentary  knowledge  of 
OCA.  If  aore  detail  is  needed  or  desired,  the  reader  is 
referred  to  Appendices  A  through  D. 


Ill*  Qz  aiizogi  zzm  o£  assosixs  hi  zis 

iszinzi  msA 


In  evaluating  OCA  within  the  Hilitary  Health  Services 
System  there  appears  to  be  two  distinct  levels  of  management 
and  decision  making.  The  first  involves  management 
processes  and  decisions  at  the  activity  and  the  second  are 
those  at  higher  authority.  OCA  is  a  cost  accounting  system 
that  was  born  out  of  a  perceived  need  at  the  top  management 
levels  within  the  Hilitary  Health  Services  System  to  be  able 
to  make  comparisons  between  medical  facilities  both  within 
the  sane  Service  and  between  Services,  as  a  means  of  neas* 
uring  performance  and  efficiency.  It  was  also  intended  to 
aid  activity  managers  in  making  comparisons  between  programs 
within  their  activities  [Ref.  2:  p.  1-13]. 

This  chapter  will  evaluate  OCA  at  the  activity  level 
using  data  generated  by  Raval  Regional  Hedical  Center, 
Oakland,  as  a  basis  for  discussion.  Because  the  data  used 
in  this  chapter  is  specific  to  OCA  reporting  at  Oakland,  the 
specific  examples  presented  nay  not  apply  to  all  other 
medical  facilities.  However,  it  is  believed  that  the  prin¬ 
ciples  and  concepts  presented  are  applicable  to  any  military 
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health  care  facility  that  is  subject  to  the  requireeents  of 

OCh. 

i.  RESPOHSIBILITT  ACCOITRTIirG  7S  PBOSRAfl  ACCOBVIIRG 


Hacageeent  control  systees  have  two  basic  types  of 
account  structures:  pcograa  and  rasponsibility.  Prograe 

accounts  collect  data  on  the  prograas  that  an  organization 
undertakes  and  are  designed  to  aeet  the  needs  of  planners 
and  analysts.  The  data  froe  prograe  accounts  is  generally 
designed  for  three  principal  purposes: 

1.  To  Bake  decisions  about  the  resources  that  should  be 
devoted  to  a  prograe; 

2.  To  allow  coeparisons  of  prcgraes  between  organiza* 
tions;  and 

3.  To  provide  a  basis  for  fees  charged  or  reieburseeent 
for  services. 

[Ref.  4:  pp.7,79] 

Responsibility  account  structures  classify  inforeation 
based  upon  the  responsibility  centers  that  are  responsible 
for  incurring  the  cost  and  are  designed  to  eeet  the  needs  of 
operating  eanagers.  Responsibility  account  data  is  gener¬ 
ally  used  for  the  following: 

1.  "Planning  the  activities  of  responsibility  centers"; 

2.  "Coordinating  the  work  of  the  several  responsibility 

centers  in  an  organization";  and 


3.  "Controlling  the  responsibility  center  eanager." 

[Ref.  4:  p.71 


PHOGBAHS 
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For  the  purpose  of  discussion,  these  two  structures  hawe 
been  identified  separately;  howewer,  in  application  they  are 
closely  related.  A  hospital  can  be  viewed  as  a  aatrix 
organization  which  is  divided  across  product  (pcograi)  lines 
such  as  nedical  or  surgical  divisions,  each  of  which  is 
served  and  supported  by  coeaon  support  divisions  [Ref.  13: 
pp.  143-160,  Bef.  4:  p.87].  Figare  3.1  deeonstrates  the 

relationship.  This  concept  illustrates  the  close  relation¬ 
ship  that  exists  between  prograa  accounts  (clinical 
services)  and  other  responsibility  centers  (ancillary  and 


support  services)  in  a  hospital  setting.  Pane  [Bef.  8: 


p.33]  contends  that  hospital  accounting  data  aust  be  capable 


of  being  arranged  along  organizational  lines  to  allow  for 
responsibility  accounting  and  along  product  (service)  lines 
to  allow  for  product  costing  purposes. 

UC&  appears  to  be  a  eiz  of  both  responsibility  and 
prograa  account  structures.  The  final  product  of  0C&  is  the 
Sedical  Szpense  and  Perforaance  Report  (MSPB)  which 
identifies  the  costs  associated  with  each  of  the  final  oper¬ 
ating  expense  accounts  of  Inpatient  Care,  Aabulatory  Care, 
Dental  Care,  and  Special  Prograns.  DCA  assigns  all  costs  to 
these  final  operating  expense  accounts  during  the  stepdown 
process  and  is  consistent  with  the  concept  of  a  progras 
account  structure  (Ref*  U:  p.79]. 

tJCi  is  also  held  to  be  **a  systen  of  cost  accounting  and 
expense  reporting  that  provides  aanagenent  with  a  basic 
fraaework  for  responsibility  accounting”  [Ref.  2:  p.1-10]. 

Horngren  [Ref.  S:  p.  156  ]  states  that  "responsibility 

accounting.  ..systess  recognize  various  decision  centers 
throughout  an  organization  and  trace  costs... to  the 
individual  sanager  who  has  responsibility  for  naking  deci¬ 
sions  about  the  costs  in  guestion.”  Responsibility  accounts 
correspond  to  the  organizational  units  within  an  organiza¬ 
tion  [Ref.  4;  p.581].  &  review  of  the  OCi  accounts 


contained  in  Appendix  B  indicates  that  aany  of  these 
accounts  correspond  to  specific  organizational  anits. 

If  BCA  is  to  be  used  in  both  the  context  of  program  and 
responsibility  accounting*  the  distinction  between  the  two 
structures  is  important.  Although  programs  and  responsi¬ 
bility  nay  be  synonymous  at  the  higher  levels  within  the 
tiiliteury  Health  Services  system*  this  may  not  be  true  as  one 
moves  lower  in  the  organization  to  the  operating  levels. 
For  example*  Internal  Hedicine  is  a  final  operating  expense 
account  of  OCA*  yet  there  is  no  distinct  single  responsi¬ 
bility  center  associated  with  the  entire  Internal  Hedicine 
program.  Hard  personnel  comprise  a  significant  portion  of 
the  resources  required  to  care  for  patients  admitted  by  the 
Internal  Hedicine  Service;  however*  because  of  the  matrix 
organization  of  the  hospital*  they  do  not  come  under  the 
management  control  or  responsibility  of  the  chief  of 
Internal  Hedicine.  Although  the  Internal  Hedicine  Service 
nay  consume  resources  from  many  different  areas  and  the  cost 
of  providing  those  resources  is  allocated  by  BCA  to  the 
Internal  Hedicine  subaccount  (HCA  account  AAA)*  neither  the 


Chief  of  Internal  Hedicine  nor  the  physicians  within  the 
Service  have  any  direct  control  over  the  operation  of  the 


ancillary  and  support  vorlc  centers  that  provide  these 


services.  Vhile  they  nay  control  the  nuaber  of  laboratory 
tests  or  x-ray  ezaas  that  they  order,  they  do  not  control 
the  costs  of  providing  these  services. 

Both  prograa  and  responsibility  structures  appear  to 
have  use  within  a  ailitary  health  care  facility.  A 
Coaaanding  Officer  aay  find  prograa  inforaation  helpful  as  a 
tocl  for  identifying  prograas  whose  unit  costs  appear  to  be 
out  of  line  with  other  prograas  at  the  facility  or  with 
siailar  prograas  at  other  facilities.  He  can  then  investi¬ 
gate  significant  variances  and  take  appropriate  corrective 
action.  The  responsibility  structure  should  be  useful  to 
both  the  Coaaanding  Officer  and  Iswer  level  aanagers  in 
evaluating  the  perforaance  of  individual  vorh  centers  and 
their  contribution  to  the  total  cost  of  operating  the 
facility.  However,  the  decision  to  use  OCA  data  to  assist 
in  the  aanageaent  of  an  activity  is  one  that  aust  be  aade  by 
activity  aanagers. 

The  balance  of  this  chapter  will  ezaaine  OCA  as 


currently  iapleaented  at  Oakland  and  evaluate  its  potential 
use  as  both  a  prograa  and  responsibility  accounting  systea. 


B.  COST  OBJECTITBS 


In  order  to  support  the  decision  process,  sanagers  last 
deter aine  and  define  cost  objectives.  Cost  objectives 
should  include  "any  activity  for  which  a  separate  aeasure- 
aent  of  costs  is  desired"  [  Bef.  5:  p.  20  ].  Although  OCA  has 
identified  a  set  of  clearly  defined  cost  objectives  (work 
centers)  ,  they  appear  to  be  designed  to  support  the  deci¬ 
sions  and  needs  of  higher  authority.  If  OCA  is  to  be  useful 
to  managers  at  the  activity  level,  the  cost  objectives  must 
support  their  needs  as  well. 

For  the  purpose  of  making  coaparisons  between  facili¬ 
ties,  the  prograa  structure  of  the  work  centers  identified 
by  nCA  nay  be  aeaningful.  Bowevec,  for  the  purpose  of 
nanageaent  control  at  the  activity  level,  the  development  of 
additional  work  centers  or  cost  objectives  that  more  closely 
correspond  to  the  organizational  lines  of  responsibility 
within  the  facility  may  be  beneficial.  For  ezaaple,  the 
costs  of  operating  a  ward  at  Oakland  is  assigned  to  the 
medical  or  surgical  cost  canters  on  the  basis  of  the 
occupied  bed  days  attributed  to  the  particular  service. 
However,  the  operation  of  the  ward  is  organizationally  the 
responsibility  of  the  Chief  of  Nursing  Service.  An 


accounting  report  to  identify  the  unit  cost  per  occupied  bed 
day  on  the  ward  aay  be  beneficial  in  evaluating  the  perforn** 
ance  of  the  ward.  As  stated  earlier ,  QCA  allows  individual 
activities  the  flexibility  to  design  systems  in  support  of 
OCA  "to  accomodate  their  own  organizational  structures  and 
management  reporting  needs"  [Rmf.  2:  p.1**11]. 

C.  CLASS! PICITZOV  OP  COSTS 

In  order  for  cost  data  to  be  useful  to  management,  costs 
must  be  classified.  While  there  are  a  number  of  ways  that 
this  can  be  accomplished,  classifications  that  are  commonly 
used  in  the  health  care  setting  include  the  following: 

1.  fixed  or  variable  costs; 

2.  unit  costs;  and 

3.  direct  or  indirect  costs.  [Bef.  10;  p«7] 

Sach  of  these  will  be  discussed  in  tarn. 

The  ability  of  an  organization  to  differentiate 
between  fixed  and  variable  costs  can  be  useful  in  evaluating 
how  changes  in  activity  or  volume  of  a  cost  center  will 
affect  the  total  cost.  "If  a  given  cost  changes  in  total  in 
proportion  to  changes  in  activity,  it  is  variable;  if  a  cost 


remains  unchanged  in  total  for  a  given  time  period  despite 


¥iie  fluctuations  in  activity,  it  is  fixed”  [Ref.  5;  p.21]. 
nCA  Bakes  no  attempt  to  differentiate  between  fixed  and 
variable  costs.  As  a  result,  the  use  of  OCA  data  to  predict 
total  costs  based  upon  changes  in  workload  or  activity  are 
very  limited. 

2 .  S&it  £sst s 

Onit  costs  represent  the  average  cost  per  unit  of 
measure  and  include  both  variable  and  fixed  costs.  A 
distinction  should  be  made  between  these  types  of  cost  in 
any  analysis  of  unit  costs  for  the  purposes  of  decision 
making  [Ref.  10:  p.  12  ].  Rorngren  [Ref.  5:  p.25]  notes  that 
a  ” common  mistake  is  to  regard  all  costs  indiscriminantly  - 
as  if  all  costs  were  variable  costs.”  For  this  reason,  the 
interpretation  of  unit  costs  must  be  lone  with  caution.  For 
example,  it  is  incorrect  to  conclude  that  because  Oakland's 
cost  per  occupied  bed  day  (OBD)  for  Cardiology  is  $276.76 
that  each  additional  Cardiology  OBD  will  resulr  in  an  incre* 
mental  cost  of  that  amount.  A  portion  of  the  cost  is  fixed 
(depreciation,  housekeeping,  police  and  fire  protection)  and 
will  occur  regardless  of  an  increase  in  workload  while 
another  portion  (laundry,  medical  supplies)  will  only  occur 


in  direct  relation  to  an  increase  in  OBD's. 


Because  BCA 


j 

i 

i 


fails  to  differentiate  between  the  fixed  and  variable 
portions  of  unit  costs,  users  of  (JC&  data  nust  recognize 
this  liaitation  in  order  to  avoid  erroneous  conclusions 
concerning  the  effect  of  changes  in  the  activity  of  a 
program  on  total  costs. 

Caution  aust  also  be  used  when  using  OCA  unit  costs 
as  a  basis  for  evaluating  the  efficiency  of  responsibility 
centers.  For  exaaple.  Figure  3.2  represents  an  average  cost 
(unit  cost)  curve  for  a  hypothetical  work  center  and  is 
coaprised  of  both  variable  and  fixed  costs  [ Bef .  14: 
pp,  187-191  ].  It  specifies  that  as  output  increases,  the 
cost  per  unit  of  output  (average  cost)  will  decrease.  The 
output  aeasure  that  corresponds  to  the  lowest  point  on  the 
curve  represents  the  level  at  which  the  cost  per  unit  of 
output  will  be  the  least.  However,  it  does  not  necessarily 
represent  the  lowest  total  cost  that  could  or  should  be 
attained.  For  illustrative  purposes,  consider  Figure  3.2  to 
be  a  hypothetical  clinical  pathology  department  in  a 
hospital  with  a  quantity  of  output  represented  by  weighted 
procedures  (B/P) ,  which  is  the  OCA  output  aeasure  for  clin¬ 
ical  pathology.  Bith  an  output  of  10,000  B/P's  the 
department  has  a  unit  cost  of  S4.00  and  a  total  cost  of 
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regardless  of  the  total  cost  of  doing  so  because  the  unit 
cost  is  lover  at  that  output  than  at  7,000  W/P's.  An  evalu¬ 
ation  of  unit  costs  could  be  aisintarpreted  as  an  increase 
in  efficiency  while  in  reality,  unnecessary  workload  is 
adding  to  total  costs  and  resulting  in  inefficiency. 

3.  fiitgcj  Ia3i£ect  Costs 


A  third  differentiation  of  costs  can  be  made  with 
regard  to  the  ability  to  trace  a  cost  to  a  specific  func¬ 
tion,  cost  center,  or  product.  costs  that  can  be  traced  to 


a  single  cost  objective  are  direct  costs. 


Costs  that  are 


incurred  by  two  or  more  cost  objectives  are  indirect  costs 
and  Bust  be  allocated  using  soae  acceptable  allocation 
method.  Indirect  costs  should  be  allocated  on  the  basis  of 
soae  identifiable  causative  relationship  to  the  cost  objec¬ 


tive  [Ref.  4:  p.llj.  Direct  and  indirect  costs  can  be 

further  classified  as  fixed  or  variable  to  provide  more 
precise  information  concerning  cost  behavior  [Ref.  10: 


p.14]. 


OCA  classifies  cost  as  either  direct  or  indirect  and 


then,  after  an  allocation  stepdown  process,  computes  unit 


costs.  All  costs  are  initially  designated  as  direct  costs 
of  either  an  intermediate  or  final  operating  expense 


account.  Costs  included  in  the  intermediate  accounts  become 
indirect  expenses  of  the  final  operating  expense  accounts 
after  stepdovn  has  been  completed. 

The  classification  of  aCA  direct  costs  is  determined 
more  by  the  ability  of  the  data  collection  system  to  accunu> 
late  cost  directly  by  sorJc  centers  than  by  the  nature  of  the 
cost  inself.  OCA  data  for  Oalcland  shows  that  not  all  subac¬ 
counts  within  the  Inpatient  Hedical  Account  (OCA  Account  AA) 
have  physician  salaries  identified  with  them  even  though 
they  report  workload  and  compute  a  cost  per  unit  of  output. 
For  example,  the  neurology  subaccount  (OCA  Account  AAJ) 
shows  a  workload  of  1313  occupied  bad  days  and  a  cost  per 
occupied  bed  day  of  $212.73.  Howevar,  the  Neurology  subac¬ 
count  shows  no  direct  expenses  and  no  physician  salaries. 
Physician  salaries  for  inpatient  Neurology  appear  to  be 
accumulated  in  some  other  inpatient  subaccount.  The  same  is 
true  for  several  other  subaccounts  within  the  Inpatient 
Bedical  Account.  Although  these  discrepancies  lay  be  caused 
by  the  difficulty  of  making  accurate  determinations  of  where 
a  physician  actually  spends  his  time,  it  results  in  a  cost 
that  is  normally  considered  a  direct  expense  [Ref.  10: 


pp.  35-43,  Ref.  2:  p.3-12]  being  disregarded  in  the 


coipilation  of  costs  for  sose  work  centers.  In  addition, 
physician  salaries  for  soee  of  the  anbalatory  clinics  at 
Oaicland  are  recorded  as  direct  expenses  of  the  subaccounts 


while  others  are  not.  Hilitary  physician  salary  costs  for 
OB/GYN  Clinics  are  placed  in  a  cost  pool  for  later  allcca* 
tion  while  in  the  case  of  surgical  clinics  rhese  costs  are 
identified  as  direct  expenses  for  the  appropriate  subac¬ 
count.  Because  of  the  xarying  aethods  of  identifying  costs, 
cost  categories  take  on  different  aeanings  between  similar 
proqraa  accounts.  The  usefulness  of  the  classification  of 
direct  or  indirect  cost  becoaes  questionable  unless  like 
costs  are  identified  directly  with  coaparable  subaccounts. 
This  becoaes  particularly  relevant  when  making  coaparisons 
between  programs  (services)  within  facilities  or  between 
facilities.  The  greater  the  number  of  costs  that  can  be 
identified  directly  with  a  specific  work  center,  the  more 
valuable  will  be  the  information  that  is  produced  [ Bef .  10: 
pp-  33-43 

D.  ILLOCiTIOl  OP  COSTS 

in  essential  facet  of  any  cost  accounting  system  is  cost 


allocation  [Bef.  5:  p.495].  In  JCA  cost  allocation  is  the 
process  of  distributing  overhead  and  ancillary  service  costs 
to  the  final  operating  expense  accounts. 


OCA  allocates  two  distinct  groups  of  costs  to  the  final 
operating  expense  accounts  during  the  stepdovn  process.  The 
first  group  is  support  services  which  for  the  most  part  are 
indirect  overhead  costs  over  which  individual  work  centers 
have  little  direct  control.  The  second  group  is  ancillary 
service  cost  which  includes  clinically  related  services  such 
as  pharmacy,  laboratory,  and  radiology.  This  group  of  costs 
is  directly  related  to  the  treatment  of  the  patient  and 
influenced  by  managers  of  clinisal  work  centers  by  the 
amount  of  service  they  use.  OCA  allocates  support  services 
first  and  ancillary  services  next.  Because  the  allocation 
of  both  groups  of  costs  occurs  simultaneously  during  step- 
down,  the  cost  data  that  is  available  for  analysis  moves 
from  a  stage  of  identifying  only  a  portion  of  what  should  be 
classified  as  direct  costs  to  a  cost  figure  that  includes  a 
combination  of  both  direct  and  indirect  costs.  If  the  cost 
data  is  going  to  be  meaningful  and  useful  to  managers,  the 


differentiation  between  direct  and  indirect  costs  should  be 
maintained  during  the  stepdovn  process  and  displayed  as  such 
on  interim  management  accounting  reports  [Ref.  10:  p.45]. 

Horngren  [Ref.  5:  p.162]  notes  that  a  common  complaint  of 

managers  is  that  they  are  unfairly  charged  with  costs  over 


which  they  have  no  control.  He  concludes  that  "indiscriai- 
nate  cost  allocations  nay  undermine  the  confidence  -  of  the 
nanagers  in  the  entire  systen." 

S.  HAHIGSaSHT  BEPOBTS 

The  Conputation  Suanaryr  the  Detail  Onit  cost  Report, 
and  the  Hedical  Expense  and  Perforaance  Report 
(HEPB)  (described  in  Appendix  A)  are  the  final  reports  gener¬ 
ated  by  an  activity  at  the  completion  of  the  OCA  process. 
If  OCA  is  to  be  useful  for  responsibility  accounting,  one 
would  expect  the  aanager  of  a  work  center  which  is  reported 
on  the  Detail  Onit  Cost  Report  to  be  able  to  make  soae 
judgement  on  the  relative  efficiency  of  his  work  center 
based  upon  the  data  given.  For  example,  the  Detail  Onit 
Cost  Report  generated  by  Oakland  identifies  the  costs  asso¬ 
ciated  with  Diagnostic  Radiology  (OCA  Account  DCA)  ,  as  shown 
in  Table  I  ,  However,  when  one  scrutinizes  the  costs  repre¬ 
sented  in  each  category,  it  becomes  obvious  that,  as  a  tool 
to  measure  the  perforaance  of  diagnostic  radiology,  the 
information  is  of  questionable  value.  The  first  column  of 
Table  II  displays  the  costs  that  are  coabined  to  create  the 
total  of  Direct  and  Support  Expenses,  shown  on  Table  I. 
These  costs  include  not  only  expenses  for  Diagnostic 


as 


riBLE  I 


Detail  Bait  Cost  Beoort  >  Diagnostic  Radiology  (DC A)  • 
RAfHBGHEDCBH  Oailind  -  PY-1981 


Direct  and  Support  Costs 

$1,577,365 

Ancillary  Costs 

1,073,970 

Total  Expense 

$2,651,335 

Ancillary  Workload 

395,823 

Cost  per  Unit 

6.6982 

MOTE:  The  tern  ancillary, costs  in  this  case  refers  to 

costs  that  eere  collected  in  a  radiology  cost  pool 
and  includes  coaponents  of  both  direct  and  allocat¬ 
ed  costs. 

Radiology  at  the  core  hospital  but  also  the  costs  for 
radiology  serrices  at  the  nine  outlying  Branch  Clinics  of 
Oakland.  Table  II  also  displays  the  costs  that  are  coabined 
to  create  the  total  of  ancillary  expense.  Because  of  the 
ayriad  of  costs  that  are  eixed  in  the  totals,  an  evaluation 
of  the  perforaance  of  Diagnostic  Radiology  based  upon  these 
figures  becoaes  difficult.  it  is  possible  for  one  to  go  to 
the  Coaputation  Suaaary  to  gain  further  insight  into  the 
coaponents  of  the  costs;  however,  that  report  contains  very 
Halted  inforaation.  A  coaplete  understanding  of  the  costs 
that  are  included  in  the  totals  on  the  Detail  Unit  Cost 


Report  requires  a  tedious  and  tine  consuaing  process  of 
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Diagnostic  Badiologj^>^Bz^ns«^B^||^dovn 


B&7BEGHE0CEH 


Di 


Direct  Expense 

Allocated  Costs 

Coaaand  Staff 

3perat;.ng  Manageaent 

Cganupicatxon 

Civilxan  Personnel 

H  Hit  ary  Personnel 

Coaptroller 

HIS 

S&P  Support 
Pass  Office  Support 
Word  Processing 
Pire  Protection 
Police  Protection 
Plant  Banageaent 
Operation  of  Utilities 
tfaintenance  of  Real  Prope 
Minor  Construction 
Other  Engineering  support 
Transportation 
Haterial  Services 
Housekeeping 
Sioaedical  Repair 
Linen  and  Laundry 


Total 


ect  and  Support 

Ancillary 

Expense 

Expense 

$1,155,984 

$795,603 

9,488 

4^664 

111575 

2,544 

11927 

4^64 

11^520 

108 

8l778 

1,930 

15,680 

3^447 

2,733 

26 

1,236 

12 

105,130 

5,308 

81 

5^735 

88 

3^514 

54 

93^113 

1,131 

ty  36;503 

23^671 

58ll36 

3^656 

8,389 

128 

•  • 

174 

55,171 

17,494 

i;241 

4'046 

9^50 

96,031 

26;791 

— 

$1,577,365 

$1,073,970 

GBAUD  TOTAL  $2,651,335 


following  the  costs  through  the  UCA  Stepdown  Schedule,  and 
tallying  each  category  of  cost.  It  is  not  the  intent  of 
this  discussion  to  advocate  that  all  cost  data  be  displayed 
in  ainute  detail  on  OCA  output  reports,  but  that  costs 
should  be  categorized  and  displayed  in  a  Banner  that  is 
useful  to  responsibility  center  aanagers  and  upper  level 
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nanagers  vithin  an  activity  in  evalaating  the  performance  of 
responsibility  centers. 

P.  COfTBOLLhBLB  7S  BOH  COHTBOLLIBLE  COSTS 

The  issae  that  will  be  addressed  in  this  section 
concerns  the  costs  that  shonld  be  assigned  to  the  manager  of 
a  responsibility  center  to  provide  an  indication  of  how  well 
he  is  discharging  his  duties.  There  are  differing  views 
concerning  the  kinds  of  costs  that  should  be  included  in  the 
reports  of  a  responsibility  accounting  system.  The  first  is 
that  only  those  costs  that  are  directly  controllable  by  the 
manager  of  the  responsibility  center  should  be  included  and 
is  the  position  taken  by  most  advocates  of  responsibility 
accounting  tRef.  5:  p«1613.  "An  item  of  cost  is  control¬ 

lable  if  the  amount  of  cost  incurred  in  or  assigned  to  a 
responsibility  center  is  significantly  influenced  by  the 
actions  of  the  manager  of  the  responsibility  center" 
(Baf.  4:  p.12].  The  second  is  that  noncontrollable  costs 

that  are  indirectly  caused  by  the  existence  of  the  responsi¬ 
bility  center  should  also  be  included.  The  purpose  of  the 
latter  is  to  force  the  manager  to  try  to  influence,  in  a 
positive  way,  costs  being  incurred  in  other  responsibility 
centers.  In  any  case,  controllable  and  noncontrollable 


coats  shoald  not  be  oingled  indiscriainately  on  responsi* 
bility  accounting  reports.  5:  pp.161>'162] 

This  distinction  between  contrn liable  and  noncontrol- 
lable  costs  is  not  clear  in  the  DCi  reporting  system.  It  is 
often  difficult  to  separate  costs  that  are  controllable  iron 
those  that  are  not.  The  Chief  of  Radiology  Service  has 
responsibility  for  the  Diagnostic  Radiology  work  center; 
howewer,  as  seen  in  Table  II  ,  he  has  vasnly  different 
degrees  of  control  over  the  costs  that  are  included  in  that 
account.  He  aay  have  a  great  deal  of  control  over  direct 
expenses:  he  has  a  liaited  aaount  of  control  over  naterial 
services  and  laundry  expenses  based  upon  his  use  of  these 
services:  and  he  has  virtually  no  control  over  fire  protec¬ 
tion,  police  protection,  or  plant  aaiageaent.  However,  they 
are  all  grouped  together,  without  differentiation,  in  the 
Detail  Unit  Cost  Report  of  HCh.  Table  III  illustrates  the 
way  the  cost  data  could  be  displayed.  This  structure 
provides  cost  data  in  aore  detail  than  the  Detail  Dnit  Cost 
Report  yet  groups  data  into  controllable  and  noncontro liable 
categories.  Branch  Clinic  data  has  also  been  excluded  from 
Table  III  and  could  be  displayed  separately.  The  determina¬ 
tion  of  which  categories  of  costs  should  be  included  under 


T&BLZ  III 


£j£2£i 


Diagnostic  !tadiolog7(Core  Facility) 
Hadiology  Cost  Pool 


Total  Direct  Expenses 


$ 


77 

03 


$1 ,265,980 

SSSXSS  XXSSS; 


AUosated  £osis  -  £ont£oUi^S 

fford  processing 
Hn't^rral  Services 
Bioaedical  Repair 
Linen  and  Laundry 


Total  Allocated  -  controllable 


$105, 130 
64^121 
96.031 
26,791 


$292,073 


Allocated  Costs  ^  Son contra  liable  pyarhead 

Total  Allocated  -  Scncontrollable  $283,080 

SSSSS3  xsssxa 


GRAND  TOTAL 


$1,841,133 

sssaaassesas: 


the  heading  of  Allocated  Controllable  Costs  is  best  left  to 
the  discretion  of  individual  activity  aanagers  because  there 
appears  to  be  a  significant  amount  af  subjectivity  in  this 
classification.  Similar  displays  could  be  developed  for 
each  responsibility  center. 

G.  COST  POOLS 

Many  individual  costs  cannot  be  iirectly  identified  with 
a  specific  OCA  account  or  subaccount  and  are  therefore 


grouped  lato  cost  pools  prior  to  allocation.  The  use  of 
cost  pools  allow  for  the  assignment  of  costs  to  cost  objec* 
tiwes  without  the  cost  or  effort  of  identifying  each 

individual  cost  with  a  specific  account  [Bef.  5:  p.529]. 

Oakland  has  established  a  number  of  cost  pools  for  its  inpa* 
tiant  wards,  ambulatory  clinics,  ancillary  services,  and 
command  and  administration.  These  cost  pool  accounts  are  in 
addition  to  the  standard  accounts  and  subaccounts 

established  for  all  UC&  users.  Table  IV  provides 
information  on  the  size  of  each  of  these  cost  pools  at 
Oakland  and  the  amount  of  direct  expenses  assigned  to  them 
in  relation  to  the  total  direct  cos*;s  assigned  to  the  rela> 
tive  final  operating  expense  account. 

These  cost  pools  are  established  to  pool  costs  that 
could  not  be  easily  assigned  to  some  other  intermediate  or 
final  operating  expense  account.  Although  the  establishment 
of  cost  pools  sake  the  assignment  3f  costs  a  much  easier 

process,  it  may  also  dilute  the  usefulness  of  the  data.  The 

pooling  process  results  in  an  averaging  of  costs  and 
thereby  a  loss  of  accuracy  [Bef.  5:  p.529].  All  direct 

costs  assigned  to  a  cost  pool  become  averaged  over  the  other 
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accounts  during  allocation.  Although  some  costs  are  neces* 
sarily  accumulated  in  cost  pools,  they  should  be  minimized 
in  order  to  reduce  the  loss  of  accaracy  in  the  final  unit 
cost  figure.  As  seen  in  Table  IV,  the  use  of  cost  pools  at 
Oakland  is  widespread  and  the  degree  to  which  the  cost  pools 
represent  a  significant  portion  of  the  total  direct  cost  for 
a  particular  area  is  wide  ranging. 

Oakland  uses  cost  pools  to  accumulate  the  costs  associ¬ 
ated  with  the  operation  of  its  wards.  For  example,  the 
Hedical  Inpatient  Cost  Pool  (OCA  Account  AAIA)  includes,  as 
direct  expenses,  the  salaries  of  the  nursing  staff  and  ward 
supplies  on  all  Hedical  wards.  After  receiving  its  allo¬ 
cated  share  of  support  and  ancillary  service  costs,  the 
Hedical  Cost  Pool  is  allocated  to  the  final  operating 
expense  accounts.  By  aggregating  ward  costs  into  one  cost 
pool  and  then  allocating  the  total  cost  over  the  various 
subaccounts  on  the  basis  of  occupied  bed  days,  any  differ¬ 
ences  in  the  intensity  of  care  provided  to  different  types 
of  patients  is  lost.  In  general,  one  would  expect  nursing 
personnel  on  Oakland*  s  Medical  wards  to  devote  more  tine  per 
occupied  bed  day  to  pulmonary/upper  respiratory  disease 
patients  than  to  dermatology  patients;  however,  by  pooling 


and  then  allocating  ward  costs,  each  type  of  patient  causes 
an  equal  aaount  (average  aoount)  of  cost  to  be  assigned  to 
their  respective  service.  While  it  is  recognized  that  the 
use  of  cost  pools  aay  be  necessitated  by  the  difficulty  of 
differentiating  between  patients  assigned  to  a  conmon  ward 
but  different  services,  managers  should  be  aware  that 
variances  in  the  intensity  of  care  for  different  patients 
are  not  reflected  in  OCA  unit  cost  data. 

H.  STANOABO  COSTS 

The  use  of  standard  costs  is  a  control  device  that  is 
widely  used  in  the  business  community  but  has  received  only 
limited  attention  in  nonprofit  organizations  such  as  hospi> 
tals  tBef«  4:  p.55].  "Standard  costs  are  carefully 

predetermined  costs;  they  are  target  costs,  costs  that 
should  be  attained"  (Bef.  5:  p.  186].  Standard  costs  iden¬ 
tify  how  much  cost  should  be  incurred  for  any  particular 
program,  task,  or  unit  of  output.  They  can  then  be  compared 
to  actual  costs  and  used  in  evaluating  the  causes  of  any 
variances  [Bef.  5:  p.  187  ]• 

While  the  use  of  standard  costs  in  a  manufacturing 


process  have  been  well  developed  [Bef.  6:  pp. 544-6  1  2],  the 
use  of  standard  costs  in  hospitals  is  rare.  It  is 


recognized  that  because  of  the  complexities  of  the  health 
care  industry,  the  development  of  standard  costs  in  hospi¬ 
tals  is  "a  difficult  and  complex  task."  However,  standards 
can  be  a  meaningful  tool  in  measuring  performance  [Ref.  10: 
p.69].  For  example,  a  standard  that  identifies  the  appro¬ 
priate  amount  of  nursing  labor  per  patient  on  a  ward  or  a 
standard  that  identifies  the  appropriate  direct  cost  for 
each  laboratory  procedure  or  radiology  exam  would  be  useful 
for  making  comparisons  with  actual  costs  and  then  analyzing 
the  variances. 

There  are  several  methods  that  can  be  used  to  develop 
standard  costs.  Standards  can  be  developed  using  industrial 
engineering  methods  to  determine  basic  tasks  and  associated 
costs.  Prank  [Ref.  15:  p.3%]  cites  a  study  conducted  at 
Johns  Hopkins  University  Hospital  which  detailed  the  costs 
of  activities  of  the  medical  staff  in  the  obstetrical 
services.  Another  method  involves  the  use  of  statistical 
regression  analysis  which  models  cost  as  a  function  of  one 
or  more  variables  [Ref.  15:  p.3<l].  A  third  method  involves 
the  ccmparison  of  costs  to  those  "incurred  by  other  similar 
organizations  over  the  same  period  of  time"  [Ref.  15:  p.35]. 
This  is  the  approach  taken  by  UCA  for  comparisons  between 


ailitary  health  care  facilities,  the  aerits  of  which  will  be 
discussed  in  aore  detail  in  the  following  chapter.  A  fourth 
aethod  involves  the  use  of  internal  perforaance  data  to 
generate  standards  based  upon  average  performance  for  each 
work  center.  Herzlinger,  Hoore,  and  Ball  [Ref.  9:  p.241] 
used  the  latter  aethod  in  evaluating  a  coanunity  health 
center.  Although  they  recognized  that  the  standards  that 
were  developed  were  averages  and  did  net  represent  an 
optimal  input-output  relationship,  they  did  provide  a  mean¬ 
ingful  benchaark  for  managers  to  assess  their  relative 
perforaance. 

While  it  is  beyond  the  scope  of  this  thesis  to  develop 
standard  costs  using  any  of  the  described  aethodologies,  it 
appears  that  the  developaent  of  standards  siailar  to  the 
last  aethod  described  could  be  easily  accomplished  by 
individual  activities  as  a  means  of  evaluating  their  rela¬ 
tive  performance.  A  standard  as  siaple  as  costs  per  unit  of 
output  for  the  previous  accounting  period  could  be  used  as  a 
basis  for  deaonstrating  to  the  aanager  his  relative  perfora- 
ance  over  tine. 


In  using  a  standard  as  a  means  of  relating  actual  costs 
to  the  aaount  that  should  have  been  incurred  for  a  given 


output,  one  aust  recognize  the  liaitations.  Anthony  and 
Herzlinger  [B«£«  4:  p«5]  point  out  that  while  standards  may 

be  useful  they  are  never  perfect  for  two  reasons: 

1.  Becorded  costs  are  not  a  precisely  accurate  aeasure  of 
resources  consuaed;  and 

2.  Stemdards  are,  at  best,  only  approziaaate  aeasures  of 
vhat  resource  consuaption  ideally  should  have  been  in 
the  circuastances  prevailing. 

The  use  of  standards  would  help  to  sake  UCA  inforaation 
Bore  aeaningful  and  understandable  to  operating  aanagers  and 
would  provide  a  basis  for  ezaaining  and  evaluating  specific 
work  centers. 

I.  SOHHIBT 

This  chapter  has  exaained  OCA  at  the  activity  level  and 
focused  on  how  the  data  generated  by  OCA  can  be  useful  to 
health  facility  aanagers.  Although  intended  to  provide 
useful  inforaation  to  all  echelons  of  aanageaent  within  the 
Hilitary  Health  services  Systea,  OCA,  as  currently  iaple- 
aented  at  Oakland,  appears  to  be  of  Halted  use  to  aanagers 
at  the  activity  level.  OCA  is  a  cost  accounting  systea  that 
is  intended  to  provide  full  costing  for  a  nuaber  of  aedical 
prograas,  identified  as  final  operating  expense  accounts. 
In  atteapting  to  aeet  the  reporting  requireaents  of  OCA,  the 
eaphasis  has  been  on  identifying  all  costs  with  these 


accounts,  to  the  detriaant  of  providing  meaningful  and 
useful  information  to  activity  managers.  UCA-generated  data 
has  the  potential  to  be  a  valuable  management  tool  for  both 
responsibility  and  program  accounting  at  the  activity  level 
if  properly  developed  and  structured  in  the  fora  of  mean¬ 
ingful  management  reports. 


IT.  IBS  2S2  a£  £I£  SSI22B5  SfiUI  22  ACCOgBTS  gX  ilBI£S 
iSIfiSfilZX  IZlSlSm  UESM 

Bith  the  advent  of  the  gnifora  :hart  of  Accounts  ,  it 
became  possible  to  relate  a  measure  of  output  to  an  estimate 
of  actual  expenses  incurred  in  the  form  of  a  cost  per  unit 
of  output,  such  information  could  be  used  to  accomplish  tvo 
of  the  objectives  of  OCA:  1)  to  provide  information  which 

would  facilitate  comparisons  between  and  among  the  health 
care  facilities  of  the  three  military  services  and  hospitals 
in  the  civilian  sector  and,  2)  to  provide  a  means  for  neas* 
uring  the  efficiency  and  cost  of  operations  [Ref,  2: 
p.l-IS].  Since  the  inception  of  OCA  there  has  been  a  great 
deal  of  speculation,  especially  on  the  part  of  the  health 
care  managers  of  the  military  services,  over  the  type  of 
subsequent  decisions  that  would  or  could  be  made  by  the 
Office  of  the  Assistant  Secretary  of  Defense  for  Health 
Affairs  (OASD(HA)). 

Some  insight  was  provided  in  an  3ASD(HA)  memorandum  to 


the  Surgeon  General  of  the  Navy  dated  22  October  1981,  which 
states  that  "DoD  medical  planners  will  undoubtedly  come  to 
rely  upon  OCA  for  a  broad  range  of  pricing  and  resource 


prograoffling  decisions”  [Sef.  16].  It  has  apparently  been 
assumed  that  by  establishing  "uniform  performance  indica¬ 
tors,  common  expense  classifications  by  work  centers,  and  a 
cost  assignment  methodology"  [Hef.  2:  p.1-5],  OCh  will 

permit  planners  and  decision  makers  at  higher  authority  to 
make  comparisone  of  costs  per  unit  of  output,  and  thus 
determine  the  relatiwa  efficiencies  of  hospitals.  In 

theory,  such  comparisons  would  facilitate  the  identification 
of  hospitals  whose  cost  per  unit  of  output  was  significantly 
higher  than  average  and,  as  a  result,  decisions  could  then 
be  made  regarding  the  reprogramming  or  reallocation  of 
resources  in  an  effort  to  bring  the  cost  per  unit  of  output 
in  line  with  other  more  efficient  facilities.  In  this 
light,  UCi  data  becomes  a  potentially  powerful  management 
tool  for  the  OASO(Hi)  oversight  function. 

However,  HCA  data  must  provide  the  appropriate 
information  required  for  such  resource  programming  and 
resource  allocation  decisions.  Specifically,  the  questions 
which  must  be  answered  are:  Can  a  cost  per  unit  of  output 

be  considered  a  measure  of  efficiency  in  hospitals;  and.  Can 
cross  service  comparisons  legitimately  be  made  based  solely 
on  OCR  data?  The  purpose  of  this  chapter  is  to  answer  these 


questions  by  eTaluating  the  value  of  tJCA  as  a  aanageeent 
control  tool  for  use  by  0&SD(RA)  in  its  DOD  eedical  opera¬ 
tions  oversight  function. 

A.  THE  HEASOREHBIT  OP  HILZTABT  HOSPITAL  OOTPHT 

Since,  under  OCA,  the  cost  par  unit  of  output  plays  a 
aajor  role  in  aaking  hospital  coaparisons,  it  is  necessary 
to  exaaine  the  Banner  in  which  output  is  aeasured,  or  aore 
appropriately,  approxiaated.  The  Banner  in  which  costs  are 
deter ained  at  the  activity  lavel  by  the  cost  allocation 
process  has  been  discussed  in  the  previous  chapter.  This 
section  will,  therefore,  address  the  is<‘'ie  of  output  aeas- 
ureaent  and  the  relationship  between  costs  and  output  as  a 
aeasure  of  efficiency. 

Prior  to  the  developaent  of  the  Onifora  Chart  of 
Accounts,  the  Coaposite  (fork  Unit  (CUU)  was  the  aeans  by 
which  ailitary  hospitals  atteapted  to  aeasure  output.  The 
nuaber  of  cwn*s  generated  by  a  hospital  was  deterained  by 
the  equation: 

CiOs  »  OB  ♦  10AD  ♦  13LB  ♦  0.  3C7 

where: 

OB  «  Average  Daily  Occupied  Bed  Days 
AD  «  Average  Daily  Adaissions 
LB  «  Average  Daily  Liwe  Births 


CV  *  Average  Daily  Zlinic  Visits 
[Hef.  17:  p.S] 

Although  the  services  have  used  tha  CWO  since  1956,  it  vas 
generally  recognised  as  an  inferiar  seasure  of  hospital 
output.  Its  prisary  shortconings  were  that  it  did  not 
reflect  the  full  range  of  hospital  activities  and  it  did  not 
account  for  "case  aix"  and  intensity  of  cars  differences. 
Sis ply  stated,  the  C80  assuaed  that  all  patients  were  the 
saae,  since  it  did  not  recognize  that  some  health  care  prob*’ 
leas  are  acre  coaplez  than  others,  and  that  coaplez  cases 
consuae  aore  health  care  resources  than  siaple,  uncoapli- 
cated  cases.  Consequently,  the  CBO  made  it  virtually 
iapossible  to  develop  aeaningful  cost  per  unit  of  output 
relationships  useful  in  aalclng  coaparisons  of  hospitals.  In 
addition,  as  a  aeasure  of  output,  the  CVU  was  easy  to  aanip-> 
ulate.  Hospitals  could  increase  their  apparent  level  of 
output,  and  hence  their  budget,  aerely  by  adaitting  patients 
who  could  be  treated  on  an  outpatient  basis,  or  by  keeping 
patients  in  the  hospital  one  or  two  days  longer  than  aedi- 
cally  necessary.  The  impact  of  such  aanipulations  on  cost 
per  unit  of  output  coaparisons  is  discussed  later  in  aore 
Another  problea  was  that  the  siaplistic  CWH 


60 


detail 


infornation  vas  subaitted  to  Congress  as  part  of  the 
President's  Budget  Sabaission  and,  despite  its  recognized 
shortcoaings.  Congress  used  the  CH(I  as  an  indicator  of  effi¬ 
ciency  and  as  a  tool  for  asking  budgetary  decisions. 

These  shortcoaings  of  the  CBU  were  supported  in  a  1980 

study,  cosponsored  by  3ASD(BA)  and  conducted  by  the 

Departaent  of  Hatheaatical  Sciences,  O.s.  Air  Force  Acadeay 

CHef.  17].  The  Study,  which  developed  an  alternative  to  the 

CBO  called  the  Health  Care  Unit  (HCUl  ,  states: 

The  cwa  has  coae  under  criticisa  since  its  inception, 
largely  resulting  froa  its  continued  use  in  applications 
for  which  it  was  never  intended.  It  is  not  reasonable  to 
expect  that  a  weighted  sua  of  four  variables,  whose 
weights  were  developed  24  years  ago,  should  be  both  the 

Sriaary  indicator  ox  hospital  output  and  a  aajor  deterai- 
ant  in  the  allocation  ox  aanpower  and  aonetary  resources. 
CHef.  17:  p.4] 

The  difficulty  of  developing  a  aeasure  of  hospital 
# 

output  is  not  to  be  underestiaated.  Ruchlin  and  Leveson 
state  that  "one  of  the  aost  coaplez  aspects”  of  aeasuring 
hospital  output  is  accounting  for  case  aiz  differences 
[Haf.  18:  p.  309].  They  further  point  out  that  while  a 
considerable  aaount  of  work  has  gone  into  atteapts  to 
develop  an  accurate  aethodology  for  aeasuring  output,  very 
few  of  thea  "fully  develop  measures  that  reflect  the  iapli- 
cation  of  variations  in  case  aiz  on  utilization  of 


resources”  r  Ref  •  18: 


p.  3  10 1 


This  view  is  shared  by 


I 

Daabaagh  vho  states  that  one  of  tha  fandaaental  difficulties 
I  encountered  when  trying  to  compare  different  hospitals  by 

measures  of  efficiency  is  that  adjustments  for  the  hetero¬ 
geneity  of  patient  mix  must  be  considered  [Ref.  19:  p.215]. 

The  HCn,  as  developed  in  the  above  mentioned  study, 
attempts  to  measure  hospital  output  and,  to  some  degree, 
account  for  case  mix  differ er.ces  by  using  "a  linear  combina¬ 
tion,  or  weighted  sum,  of  the  25  performance  factors  which 
are  reported  in  Part  I  of  the  02&  Hedical  Expense  and 
Performance  Report"  [Ref.  17;  p.12].  In  essence,  the 

different  weights  assigned  to  each  of  the  performance 
factors  are  "relative  values"  which  attempt  to  reflect  the 
differences  in  resource  consumption  among  various  hospital 
activities.  The  HCO,  for  example,  recognizes  that  more 
medical  resources  are  consumed  by  a  surgical  inpatient  than 
are  consumed  by  the  typical  medical  inpatient.  Total  HCD's 

for  a  hospital  are  calculated  by  the  following  equation; 

25 

Total  HCtJs  *  ^  WiPi 

i»l 

where: 


Wi  *  the  weighting  factor  associated  with  category  i. 


Pi  *  the  nuBber  of  perforaanca  factors  of  category  i 
[Bef.  17:  pp.  12,13] 

This  equation  pernits  hospital  output  to  be  expressed  in 
terBS  of  a  single  nuBber,  which,  in  the  opinion  of  the  BCD 
study  authors,  will  Bake  coaparisons  of  hospital  output 
easier  to  understand  and  aore  useful  to  higher  level  aanage- 
aent  [Ref.  17:  p«6].  As  we  shall  see,  it  is  this  atteapt  to 
reduce  the  totality  of  hospi^l  output  to  a  single  nuaber 
that  Bakes  the  HCO  (like  the  CWD)  subject  to  inappropriate 
interpretations  and  applications. 

Since  a  later  study  refined  the  HCO  concept  as  proposed 
in  the  Air  Force  study,  discussion  of  the  Banner  in  which 
the  weights  were  derived  will  be  deferred  until  later  in 
this  chapter. 

Developaent  of  the  BCU  is  a  aajor  iaproveaent  in 
capturing  health  care  output,  a  product  characterized  by 
highly  variable  levels  of  resource  ronsuaption.  But,  the 
HCn  is  not  perfect.  In  its  present  state  of  developaent, 
the  HCO  does  not  totally  account  for  the  variations  in 
intensity  of  care  associated  with  case  air  differences 
between  hospitals  and  within  the  saae  specialty.  The 
ability  to  account  for  such  differences  is  absolutely 


critical  if  accurate  and  reliabla  conparisons  of  hospital 


output  are  to  be  Bade.  In  addition,  like  the  3Wn,  the  HCO 
can  be  manipulated  to  iapcove  apparent  output  relative  to 
the  resources  consumed.  The  impact  of  the  inability  of  the 
HCO  to  capture  the  differences  in  intensity  of  care  and  the 
associated  consumption  of  resources  will  be  demonstrated  in 
two  examples  at  the  end  of  this  chapter. 

In  1981,  OASO(HA)  contracted  with  the  firm  of  8SD 
Associates  to  study  the  HCO  concept  [Ref.  20].  Hhile  the 
study  had  many  purposes,  each  of  them  "ultimately  focused  on 
the  development,  validation,  and  implementation  of  the  HCO 
as  a  measure  of  hospital  output"  [Ref.  20:  p.2].  This  study 
accomplished  three  things.  First,  all  DoO  hospitals  were 
segregated  into  three  categories  (peer  groups)  determined  to 
be  relatively  homogeneous.  Second,  the  HCO  was  refined  by 
the  development  of  weights  which  account  for  the  fact  that 
the  first  day  of  admission  is,  in  most  cases,  the  most 
resource  intensive  day  in  a  patients  stay.  And,  third,  it 
provided  examples  of  a  number  of  OCA/HCO  based  reports  that 
could  be  used  by  management  [Ref.  20:  pp.3,24].  Each  of 


these  items  is  considered  in  turn 


1.  i&s  aaial2Efl£ai  ot  ££t£ 

It  is  generally  recognized  that  before  cost  per  unit 
of  output  coeparisons  can  be  aade,  activities  oust  be  segre> 
gated  into  hoaogeneous  peer  groups.  The  developeent  of  peer 
groups  has  itself  been  sonevhat  of  an  issue  due  to  the 
nuaerous  variables  which  aust  be  considered  when  trying  to 
establish  groups  of  siailar  hospitals.  Olson  [Sef.  3:  p.T5] 
recognized  the  iaportance  of  establishing  peer  groups  for 
the  purpose  of  asking  coaparisons  and  aade  the  following 
recoaaendation: 


...that  research  be  done  to  establish  unifora  peer  group 
categories  which  encoapass  the  aany  internal  and  external 
factors  —  of  which  size  is  only  one  —  which  influence 
the  operation  of  the  organ|.zatioa.  Each  peer  group  would 
contain  facilities  with  siailar  exogenous  and  endogenous 
characteristics. 

The  RED  Associates'  study  also  confiras  the  necessity  of 
establishing  peer  groups  as  deaonstrated  by  the  following 
stateaent: 


The  nature  and  coa 
hospital  to  hospita 
policies  designed  t 
rise  in  selected 
iaprove  efficiency, 
procedures  for  calc 
different  nature  o 
iaply.  One  way  to 
into  peer  groups. 


flezity  of  cases  handled  varies  froa 
.  Such  a  variation  is  the  result  of 
o  concentrate  cases  and  aedical  exper- 
hospitals  to  provide  better  care  and 
This,  in  turn,  dictates  that  the 
ulating  the  HOD* s  take  into  account  the 
f  tha  case  six  that  these  policies 
do  this  is  to  separate  the  facilities 
[Ref.  20;  p.4] 


In  recognition  of  these  issues,  the  study  developed  three 


categories  for  ailitary  hospitals,  which  take  the  above 


factors  into  consideration 


While  the  deyelopeent  of  peer  groups  is  necessary  in 


order  to  compare  hospitals^  it  does  not  necessarily  follow 
that  all  hospitals  within  a  peer  group  are  the  sane.  This 
linitation  was  recognized  by  the  &ir  Force  HCa  study  authors 
who  state: 


Even  after  partitioning  the  output  of  the  hospital  into 
homogeneous  categories,  some  differences  in  case-mix  (and 
consequently  the  intensity  of  care  requj.red)  are  certain 
to  exist  within  each  category.  Depending  upon  both  the 
particular  grouping  chosen  and  the  accuracy  desired,  it 
may  or  may  not  be  necessary  to  adjust  the  reported  output 
to  reflect  these  differences.  If  the  partitioning  is 
coarse,  making  adjustments  assumes  greater  importance. 
Likewise,  if  greater  accuracy  is  needed,  adjustments 
should  be  made  ffief.  17:  p.10% 


Thus,  there  are  limits  to  the  conclusions  which  nay  be  drawn 


from  such  comparisons,  centering  primarily  around  the  issue 
of  case  mix  or  intensity  of  care  differences.  The  HCO 
distinguishes  between  and  assigns  different  weights  to 
medical  and  surgical  cases.  However,  it  makes  no  distinc¬ 
tion  between  cases  that  are  resource  intensive  and  those 


that  are  not,  within  the  same  specialty.  For  example,  with 
the  exception  of  the  BCD’s  earned  because  of  the  different 
lengths  of  stay,  a  hospital  receives  the  same  amount  of  BCD 
credit  for  a  coronary  bypass  as  it  does  for  the  surgical 
correction  of  an  impacted  tooth,  a  van  though  there  is  a 
substantial  difference  in  the  amount  of  resources  consumed 


by  these  two  surgical  cases.  Consequently, 


although  two 


hospitals  within  the  same  peer  group  aay  be  similar  in  terms 
of  their  "exogenous  and  endogenous"  characteristics,  they 
may  be  substantially  different  in  the  intensity  of  the 
medical  care  they  provide.  Since  the  HCU  does  not  differen¬ 
tiate  between,  and  thus  account  for,  these  differences, 
comparing  the  cost  per  unit  of  output  of  these  hospitals  may 
lead  to  erroneous  conclusions.  Ihis  does  not  necessarily 
imply  that  these  two  hospitals  should  not  be  in  the  same 
peer  group.  Indeed,  it  would  be  impossible  to  establish 
peer  groups  in  which  all  hospitals  were  absolutely  iden¬ 
tical.  However,  extreme  caution  must  be  exercised  when 
making  comparisons  lest  inappropriate  and  potentially 
adverse  resource  allocation  decisions  be  made. 

2-  Performance  Factor  Weights 

The  RSD  Study  used  the  same  basic  equation  zo  calcu¬ 
late  HCDs  as  was  originally  proposed  in  the  Air  Force  study. 
However  it  improved  upon  the  Air  Force  Study  by  developing 
weights  for  each  of  the  three  DOO  hospital  categories. 
Inpatient  HCO  weights  for  each  category  were  derived  from  a 
linear  regression  run  on  the  inpatient  cost  data  submitted 
by  DOD  medical  activities  on  their  FT- 1980  Hedical  Expense 
and  Performance  Report  (HBPR)  [Ref.  20:  pp. 22-281.  Table  7 


I&BLS  ? 

Horialized  Inpatient  HCO  Weights 


I 

CATEGORY  fPEER  GROUP) 

II 

III 

HEDICAL 

Fixed 

.332 

.434 

.  240 

Tariable 

.114 

.  130 

.214 

SUBGICAL 

Fixed 

.761 

.755 

.511 

Variable 

.139 

.127 

.197 

03/GTll 

Fixed 

.382 

.350 

.  424 

Variable 

.279 

.  183 

.191 

PEDIATHIC 

Fixed 

.609 

.363 

.491 

Variable 

.066 

.  133 

.  163 

ORTHOPEDIC 

Fixed 

.669 

.602 

.463 

Var  iable 

.112 

.099 

.119 

PSYCHIATRIC 

Fixed 

.558 

.  181 

.499 

Var  iable 

.079 

.  153 

.127 

[Bef.  20:  p.321 


provides  the  noraalized  inpatient  SCO  weights  for  each 


category  of  hospital,  and  for  each  of  the  six  Inpatient  Care 


accounts  listed  on  the  SEPB,  The  terms  "fixed"  and  "vari¬ 


able",  identified  for  each  of  the  six  inpatient  accounts 


deserve  explanation.  As  stated  in  the  study: 


An  inpatient  disposition  is  counted  for  aach  patien 
adaitted  to  a  hospital.  In  virtually  all  cases.  al 
admissions  are  counted  as  having  one  occupied  bed  day  fo 
the  day  they  are  admitted  no  matter  how  long  they  stay 


that  day.  Also,  the  day  of  adDission  is  unusual  in  that  a 
significant  amount  of  special  treatment  (tests,  special 
care,  etc.)  occurs  then.  Thus,  all  charges  on  the  day  of 
admission  (first  occupied  bed  day)  can  oe  considered  as 
fixed  charges  and  all  7ariable  charges  accrue  on  a  per  day 
basis  from  day  two  onward.  [Bef.  20:  p.24] 


Simply  stated,  the  fixed  and  variable  weights  assigned  to 


each  of  the  inpatient  accounts  recognize  that  the  day  of 
admission  is  more  resource  intensive  (more  resources  are 
expended)  than  the  occupied  bed  days  which  follow.  Table  VI 
provides  the  normalized  outpatient  HCU  weights  for  each 


TABLE  VI 

Mormalized  Outpatient  HCU  Weights 


DSP ABTMEBT 

Hedical 

.025 

Surgical 

.  033 

OB/GIB 

.  024 

Pediatric 

.021 

Orthopedic 

.  032 

Psych /Sent  Hlth 

.030 

Family  Practice 

.023 

Primary  Hedical 

.023 

Emergency  Bed 

.036 

Flight  Medicine 

.  041 

Undersea  Bed 

BA 

Dental  *1 

.006 

Dental  #2 

.  003 

CXJSGOSJ.  (EEEfi  G500P) 


II 

III 

029 

.  039 

033 

.038 

024 

.030 

019 

.026 

029 

.030 

029 

.040 

0  30 

.  034 

021 

.025 

028 

.033 

036 

.018 

BA 

BA 

006 

.007 

002 

.  002 

[Ref.  20:  p.33] 


cat«9ory  of  hospital  and  for  each  oE  the  13  inbalatory  Cara 
and  Dental  Care  Accounts  on  the  HEPS.  These  outpatient  HCO 


weights  were  developed  by  calculating  a  group  centroid  fros 
the  facility  data  submitted  on  the  P7>1980  HEPRs.  The  group 
centroid  for  each  hospital  and  each  department  was  derived 
from  a  "mean  by  hospital"  calculation.  [Ref.  20:  p. 29] 

Tables  VII  and  VIII  illustrate  the  computation  of 
total  ECU'S  for  a  hospital  and  use  tbe  OCA  data  submitted  by 
Oakland  on  their  PT-19d1  NBPR. 

3.  o£izi£a  fiassd  Siiiiasstai 

Based  upon  OCA  data,  ECU  computations,  and  the 
segregation  of  hospitals  into  peer  groups,  BED  Associates 
provided  a  number  of  OCA/HCU  based  reports  that  can  be  used 
by  OASD(RA)  for  the  purpose  of  comparing  the  cost  per  unit 
of  output  of  DOD  hospitals.  A  brief  description  of  each  of 
these  reports  follows: 

a.  Cost  •  Product  Analysis  Report.  This  report 
shows  the  total  cost  (expenses)  per  ECU  produced  for  each 
hospital  in  each  peer  group.  It  also  provides  a  "percent 
deviation  from  average"  column  which  reflects  a  hospital's 
relative  position  to  the  group  average.  The  authors  of 
the  BED  study  state  that  the  ranking  of  the  expense/ECU 
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ratio  "coaid  be  thought  of  as  depicting  the  relative  effi¬ 
ciencies  of  hospitals"  [Bef.  20:  p.Sh].  In  order  for  this 
statesent  to  be  true,  it  sost  be  that  hospitals  with  a 
higher  cost  per  HCn  are  less  efficient  than  those  with  a 
lower  cost  per  HCO.  The  inability  of  the  HCO  to  capture 
intensity  of  care  differences  ealces  this  condition 
questionable. 

b.  Physician  Productivity  Report.  This  report 
provides  a  ratio  of  HCO's  produced  per  physician  assigned 
and  ranks  each  hospital  in  each  category  froe  the  highest 
ratio  to  the  lowest.  It  also  provides  a  "percent  deviation 
froa  the  average"  coluan  [Bef.  20:  p.59].  Again »  the  iapli- 
cation  is  that  hospitals  with  a  low  HCU  per  physician  ratio 
are  less  efficient  than  those  with  a  higher  ratio. 


c.  Banpower  Productivity  Report. 


The  format  for 


this  report  is  exactly  like  that  of  the  last  except  that 
ratios  of  HC0*s  per  Full  Tiae  Equivalent  (FTB)  aanaonths 
assigned  are  calculated  [Bef.  20:  p.6h].  The  nuaber  of  FTEs 
includes  all  ailitary  and  civilian  personnel  assigned  to  the 
hospital  as  distributed  in  step  two  of  the  OCA  stepdown 
methodology  and  as  reported  in  t!xe  stepdown  Statistics 


Batrix  submitted  by  activities  to  3AS0(HA). 


d.  Facility  Praducxivity  Report.  This  report 
provides  a  ratio  of  HCn*s  produced  per  operating  bed  for 
each  hospital  in  each  category.  Bach  hospital  is  rank 
ordered  beginning  vith  the  highest  ratio.  [Ref.  20:  p-691 

I 

Since  the  services  have  considerable  latitude  in  adjusting 
the  nuaber  of  authorized  operating  beds  at  any  given 
j  facility,  the  usefulness  of  this  report  is  questionable. 

6.  Hospital  Productivity  Report.  One  of  these 
reports  is  prepared  for  each  OOD  hospital  and  provides  aore 
I  detail  than  those  reports  previously  discussed.  The  foraat 

of  the  report  is  auch  like  that  of  the  HEPR  in  that  it 
identifies  expenses  for  each  of  the  OCA  Suaaary  Accounts  in 
Inpatient  Care,  Aabulatory  Care,  and  Dental  Care.  It  also 
shows  the  nuaber  of  HC0*s  "credited”  to  each  of  these 
accounts.  The  ratio  of  expenses  per  HCO  is  shown  along  with 
a  "percent  deviation"  coluan  which  indicates  the  hospital's 
relative  position  with  respect  to  the  category  average. 
[Ref.  20:  p.74] 

These  reports  rely  exclusively  cn  inforaation 
subaitted  by  activity  OCA  reports  (HEPRs) .  The  expense  data 
reported  in  the  HEPRs  is  used  to  develop  the  HCO  weights. 
These  HCO  weights  are  than  used  in  conjunction  with  the 
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perforiasce  factors,  vhxch  are  also  reported  on  the  HSPSs, 
to  calculate  total  HCOs  (output)  for  each  activity.  One 
the  HCUs  are  calculated,  various  ratios  are  developed  for 
each  hospital  which,  when  rank  ordered,  purport  to  show  the 
relative  efficiency  of  one  hospital  with  respect  to  another. 
Araed  with  this  infornation,  planners  and  decision  eakers 
eay  feel  that  they  have  sufficient  infornation  upon  which  to 
base  resource  allocation  decisions.  However,  as  will  be 
shown  below,  this  nay  not  be  the  case. 

B.  TVO  BXABPLBS  OF  THE  LXHIIATIORS  OP  COST  AHD  OOTPUT 

COHPARZSOHS 

With  the  iaplesentation  of  the  Oniforn  Chart  of 
Accounts,  nilitary  hospitals  began,  for  the  first  tine, 
reporting  uniforn  cost  and  perfornance  data.  The  develop- 
nent  of  the  RCU  and  the  partitioning  of  DOD  hospitals  into 
peer  groups  were  additional  efforts  directed  toward  the 
establishnent  of  a  aethodology  whereby  nilitary  hospitals 
could  be  conpared  with  one  another.  However,  it  should  not 
be  assuned  that  uniforn  reporting  has  elininated  all  of  the 
variations  which  nake  unique  entities  of  the  three  nilitary 
nedical  departnents  and  their  respective  hospitals.  As 
discussed  earlier,  in  order  to  accept  that  OCA  and  the  HCO 
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are  valid  measures  of  expense  and  output,  and  therefore 
efficiencT#  it  must  be  assumed  that  each  of  the  hospitals 
vithin  a  peer  group  provide  approximately  the  same  levels  of 
health  care  to  approximately  the  same  types  of  patients  in 
approximately  the  same  manner,  or  that  average  total  cost  is 
constant.  i  review  of  198  0  vorkload  data  pertaining  to  the 
admission  rates  and  practices  of  the  three  Services  indi¬ 
cates  that  the  first  and  third  assumptions  nay  be 
demonstrably  false. 

During  1980,  active  duty  Havy  and  Harine  Corps  personnel 
vere  admitted  to  Navy  hospitals  at  a  rate  of  93.6  admissions 
per  1000  eligibles,  on  the  average.  Comparable  figures  for 
the  Army  and  the  Air  Force  were  150.9  and  148.0,  respec¬ 
tively.  It  is  not  lihely  that  these  differences  in 
admission  rates  could  be  attributed  to  a  higher  incidence  of 
disease  and/or  injury  among  Army  and  Air  Force  personnel.  A 
more  likely  cause  nay  be  basic  policy  differences  regarding 
the  mode  of  health  care  delivery.  [Hef.  21:  p.2j 

A  review  of  the  data  shewing  the  Reading  of  admis¬ 
sion  for  active  duty  personnel  in  each  of  the  three  Services 
helps  highlight  some  Service  unique  characteristics.  For 
example,  column  one  of  Table  IX  shows  that  during  1980  the 
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Leading  Cause  of  Idslssion  -  1980  (Sates  per  1,000  LTerage 

Strength) 

DIhGHOSIS 


Acute  tipper 

Resp.  Infec. 

Dental 

Disorders 

Alcoholism 

Branch  of 
Service 

Arny 

16.8  (1) 

0.9  (20*) 

3.2  (2) 

Air  Force 

3.2  (4) 

10.1  (1) 

2.5  (6) 

Savy/MC 

0.3  (68) 

0.3  (45) 

5.3  (1) 

Rank  in  parenthesis 

CHaf.  21:  p.2] 

Amy's  leading 

cause  of  adaission 

for  active 

duty  personnel 

was  acute  upper  respiratory  infection  (ICD9-645) ,  with  an 
adaission  rate  of  16.8  per  thousand,  or  approziaately  14,000 
adaissions.  this  diagnosis  ranked  '4th  at  Air  Force  hcspi- 
tals,  with  an  adaission  rate  of  3.2  per  thousand,  and  68th 
at  Navy  hospitals  with  an  adaission  rate  of  0.3  per  thousand 
(20  0  adaissions).  To  put  these  adaission  rates  into 
perspective,  the  Aray  adaission  rate  is  acre  than  5  tiaes 
higher  than  the  Air  Force  adaission  rate  and  56  times  higher 
than  that  of  the  Havy*s.  Column  two  shows  that  during  this 
sane  period,  the  leading  cause  of  adaission  for  active  duty 
Air  Force  personnel  in  Air  Force  hospitals  was  dental 
disorders  (ICD9‘*520),  with  an  adaission  rare  of  10.1  per 


thousand  and  casalting  in  alaost  6,500  adaissions.  This 
diagnosis  vas  not  ranked  aaong  the  twenty  leading  causes  of 
admission  at  Arsy  hospitals.  It  ranked  45th  in  Navy  hospi¬ 
tals  and  accounted  for  fewer  than  303  admissions.  Again,  to 
place  this  figure  into  perspective,  this  Air  Force  admission 
rate  is  11  times  higher  than  the  Arny*s  and  34  times  higher 
than  the  Navy's,  for  the  sane  diagnosis.  The  Navy's  leading 
cause  for  admission  during  1980  was  alcoholism  (column 
three)  with  an  admission  rate  of  5.3  per  thousand.  In 
contrast  to  the  two  diagnoses  described  above,  all  three 
services  experienced  roughly  the  sane  admission  rate. 
Admissions  for  alcoholism  (ICD9-303)  ranked  2nd  at  Army 
hospitals  and  6th  at  Air  Force  hospitals.  fSef.  21:  p.1,  2] 
Based  on  this  data,  it  would  appear  that  Army  and  Air 
Force  hospitals  choose  to  treat  some  minor  health  care  prob¬ 
lems  on  an  inpatient  basis,  while  the  Navy  chooses,  for  the 
most  part,  to  treat  these  same  illnesses  on  an  outpatient 
basis.  This  hypothesis  is  supported  by  the  fact  that  the 
average  length  of  stay  (AL3S)  for  personnel  admitted  to  Air 
Force  hospitals  with  dental  disorders  was  only  1.5  days, 
while,  the  ALOS  in  Army  hospitals  for  Army  personnel  with 
acute  upper  respiratory  infections  was  less  than  3  days. 
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This  is  not  to  argue  the  visdos  of  such  practices  varying 
between  services,  but  only  to  indicate  the  likely  differing 
intensities  of  care  which  would  result  froe  then. 

Up  to  this  point  the  discussion  has  focused  on  the 
differences  in  the  leading  cause  of  adsission  for  each  of 
the  Services.  However,  there  are  other  adsission  indicators 
which  would  tend  to  support  the  hypothesis  that  there  are 
differences  in  the  adsission  practices  of  the  three 
Services.  Table  X  provides  six  additional  diagnoses  that 
were  ranked  asong  the  top  twenty  causes  for  adsission  at  Air 
Force  hospitals.  As  the  Fable  shows,  only  one  of  the  diag¬ 
noses,  viral  infection  of  unspecified  nature  or  site 
(ICD9-079) ,  was  asong  the  top  twenty  adsissions  for  Arsy  and 
Navy  hospitals.  Since  these  six  illnesses  appear  to  be  rela- 
tivley  sinor  when  cospared  with  aore  typical  causes  of 
inpatient  adsission,  the  asount  of  sedical  resources 
consused,  relative  to  the  BCU  "credit"  earned,  is  corre¬ 
spondingly  ssaller.  It  should  also  be  noted  that  these  six 
adsissions  accounted  for  sore  than  10  percent  of  all  active 
duty  Air  Force  adsissions  and  only  3.5  percent  of  active 
duty  Navy  and  Narine  Corps  adsissions  [Ref.  21:  p*5].  The 


ispact  on  the  cost  per  unit  of  output  is  readily  apparent. 


liBLB  Z 

Coaparison  of  idaissions  for  othar  Minor  Illnesses 


BANK  B7  SBRVICE 


ICD  CO,2S  AXS  PQSCJ 

isai 

mi 

Viral  infection  of 
unspecified  site  or 
nature  097 

2 

4 

20 

Other  ncninfective 
gastroenteritis 
and  colitis 

558 

3 

20  + 

20+ 

111, defined, intest 
Inal  infections 

009 

7 

20  + 

20  + 

Contraceptive 

aanageaent 

725 

13 

20  + 

20  + 

Intestinal  infect¬ 
ions  due  to  other 
organ  is  as 

008 

16 

20  + 

20+ 

Acute  tonsillitis 

[Raf.  21:  p.S] 

463 

20 

20+ 

20+ 

The  point  to 

be  made 

from  this  discussion 

is  that 

because  of  these 

differences  in  the  manner  in 

which  the 

Services  tend  to  treat  minor 

illnesses,  the 

inability  of  the 

Health  Care  Unit 

(HCU)  to 

fully  capture 

intensity  of  care 

differences  becoaes  critical.  By  treating  minor  illnesses 
in  an  inpatient  setting,  hospitals  are  able  to  earn  substan* 
tially  aore  HCH  "credit"  than  would  be  earned  if  these  sane 
illnesses  were  treated  on  an  outpatient  basis.  For  ezaaple, 
an  Aray  hospital  that  adults  a  patient  for  an  acute  upper 
respiratory  infection  with  a  3  day  Length  of  stay  receives 
.66  8  HCO  "credits"  (.  240  for  the  day  of  admission  plus  .428 
for  the  two  days  thereafter) .  On  the  other  hand,  the  Navy 
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hospital  that  treats  a  patient  with  the  same  diagnosis  on  an 
outpatient  basis  receives  .039  HCD  "credits".  Thus,  the 
Any  hospital  can  receive  17  tiaes  nore  HCU  credit  than  the 
Navy  hospital  for  treating  the  sane  kind  of  patient.  As  a 
result  of  the  inpatient  care,  the  Any  hospital  will  expend 
Bore  of  it's  health  care  resources  than  will  the  Navy. 
However,  while  these  costs  will  be  reflected  in  the  expenses 
generated  by  internal  aedicine  on  the  HEPR,  it  is  highly 
unlikely  that  the  expenses  will  be  17  tiaes  greater  than 
those  expended  by  the  Navy  hospital. 

In  this  exaapLe,  the  Aray  hospital  is  driving  up  it's 
total  HCU's  and  total  costs,  while  at  the  saae  tiae  keeping 
down  its  average  costs,  by  treating  relatively  uncoaplicated 
cases  in  the  inpatient  setting.  The  hospital  is  also  able 
to  increase  its  ratio  of  HCU's  per  physician  and  BCD's  per 
full-tiae  equivalent.  In  this  sense,  the  HUD  becoaes  a 
rather  perverse  disincentive  for  achieving  efficiency.  The 
reader  should  recall  that  R  &  D  Associates  developed  several 
DCA/HCD  based  aanageaent  reports  that  used  these  ratios  as 
aeasures  of  relative  hospital  efficiency.  However,  as  can  be 
seen  in  the  above  exaaple,  the  HCD  aay  actually  encourage 
inefficiency.  This  problaa  was  recognized  by  the  authors  of 
the  R  N  D  Associates  study  when  they  stated: 


To  the  extent  that  the  HCO  bacoaes  a  real  factor  in 
decision-aaicing,  it  is  reasonable  to  expect  that  aanage- 
aent  behavior  at  the  individual  aedical  facilities  will  be 
adjusted  to  aaximize  the  perceived  efficiency  of  that 
facility,  i.  e. ,  to  yield  aaxiaum  HCO*s  for  each  unit  of 
resource  used.  If  the  true  efficiency  of  the  facility  is 
increasing,  then  the  systeip  is  worlcing  as  it  should. 
However,  there  is  the  possibility  that  true  efficiency 
will  not  increase  but  that  only  the  perceived  efficiency 
will.  This  possibility,  soaetj-aes  referred  to  as  ”gaaina", 
can  occur  in  two  basic  ways  with  the  HCU:  transfer  of  care 
or  transfer  of  charges. 


Transfer  of  care,  aore  pernicious  in  that  in  results 
in  overall  inefficiency,  is  a  change  in  actgal  treataent 
delivered — resulting  in  the  transfer  of  certain  cases  froa 
low  HCD-yielding  categories  of  care.  This  could  coae 

about  through  the  use  of  inpatient  care  for  cases  which 
could  be  handled  in  outpatient  clinics,  or  through 
referral  of  the  aore  difficult  and  expensive  cases  froa 
the  inpatient  clinics  to  CHAHPOS.  Since  the  cost  of  inpa¬ 
tient  care  for  a  very  easy  case  can  be  less  than  the 
average  cost  oer  disposition,  the  former  tactic  yields  a 
net  increase  in  aeasured  efficiency.  The  latter  one 

produces  a  perceived  gain  for  the  aeaical  facility  since, 
by  referring  only  expensive  cases,  cost  is  ^educed  at  a 
rate  above  the  average  cost  for  a  disposition — thereby 
yielding  a  higher  HCO/cost  ratio.  The  best  (and  probably 
only)  Chech  on  this  kind  of  manipulation  is  the  profes¬ 
sional  ethics  of  the  hospital  staff. 


Transfer  of  charges  is  really  an  accounting  ruse  to 
move  cost  items  around  within  the  OCA  or  to  treat  cases  in 
clinics  which  yield  aore  HCO*s  but  without  any  real 
changes  in  care.  This  kind  of  "cheating”  can  be  very 
difficult  to  detect,  although  it  would  be  minimized 
through  the  use  of  weights  which  are  recalculated  periodi¬ 
cally  to  reflect  any  changes  in  costs  for  particular 
clinics.  In  this  way,  the  gamester  does  not  know  for 
certain  how  to  adjust  charges,  and  so  his  ability  to  cheat 
is  diminished.  [Bef.  20:  op. 88,89] 


Another  example  of  the  differences  among  the  Services 
with  respect  to  health  care  delivery  methods  lies  in  the 


area  of  alcohol  rehabilitation.  As  shown  earlier,  alcoho¬ 


lism  was  the  leading  cause  of  admission  for  active  duty  Navy 
and  Harine  Corps  personnel  in  Navy  hospitals  during  1980. 
It  also  ranked  2nd  and  6th  in  Army  and  Air  Force  hospitals, 
respectively.  Here  the  similarity  ends.  When  a  diagnosed 


alcoholic  is  admitted  to  a  Havy  hospital  he  is  kept  as  an 
inpatient  for  tvo  days  (the  day  of  admission  plus  one  day). 
He  is  then  placed  in  a  resident  status  where  he  is  main¬ 
tained  cn  the  hospital  rolls  but  not  as  an  inpatient.  All 
subsequent  treatment  is  conducted  on  an  outpatient  basis  in 
an  Alcohol  Rehabilitation  Service  [Ref.  22].  By  contrast. 
Air  Force  hospitals  maintain  diagnosed  alcoholics  in  an 
inpatient  status  for  31  to  33  days.  This  includes  a  3  -  5 
day  detoxification  phase  and  a  28  day  medical  rehabilitation 
phase  [Ref.  23].  Alcoholics  admitted  to  Army  hospitals  are 
carried  as  inpatients  for  45  to  47  days,  including  the  3-5 
day  detoxification  phase  and  a  6  week  rehabilitation  phase 
[Ref.  24].  The  dramatic  difference  in  the  cost  relative  to 
the  number  of  HCUs  earned  is  readily  apparent,  even  though 
the  Services  are  providing  health  care  to  the  same  types  of 
patients. 

C.  SOHBIBT 

It  should  not  be  concluded  from  the  foregoing  discussion 
that  the  authors  are  opposed  to  making  comparisons  of 
hospital  output.  Indeed,  such  comparisons  could  be  very 
useful  in  identifying  hospitals  which  nay  be  in  "trouble". 


thus  enabling  management  to  focus  its  attention  in  a  more 


precise  manner.  However,  such  comparisons,  when  taken 
literally  and  without  the  benefit  of  indepth  analysis,  are 
frought  with  danger.  These  dangers  are  especially  prevalent 
when  trying  to  compare  hospitals  across  Service  lines. 

It  has  been  shown  that  there  are  substantial  differences 
in  the  medical  practices  and  policies  of  the  three  Services 
which  make  cross  Service  comparisons  extremely  difficult. 
It  has  also  been  shown  that  the  OCA  based  HCO  can  encourage 
inefficiencies,  and  that  manageaent  reports  developed  from 
this  data  can  portray  a  hospital  as  relatively  efficient 
when  in  fact  it  nay  be  relatively  inefficient,  and  vice 
versa.  It  is  for  this  reason  that  planners  and  decision 
makers  must  exercise  extreme  caution  when  making  decisions 
based  upon  OCA/HCO  data,  especially  when  the  decision 
involves  the  reallocation  of  resources.  In  fact,  it  should 
be  recognized  that  such  decisions  cannot  be  made  based 
solely  upon  this  data,  as  the  authors  of  the  Air  Force 
Academy  HCD  study  recognized  when  they  stated:  "We  empha¬ 
size,  however,  that  no  measure  of  hospital  output,  however 
sophisticated,  should  be  used  exclusively  in  allocating 
resources"  [Bef.  17;  p.1]. 


The  item  of  primary  importance  is  that  the  HCU  is  the 
major  value  derived  from  OCA  data  which  is  presented  to,  and 


considered  by,  higher  echelon  management.  Therefore,  how 
the  HCU  is  portrayed,  interpreted,  manipulated,  and  under- 
stood  by  higher  level  management  is  a  key  factor  in  the  role 
that  it  is  to  play  as  part  of  the  decision  making  process. 

Throughout  this  chapter ,  the  uses  of  efficiency  measures 
and  the  concept  of  relative  efficiencies  as  reflected 
through  OCA/HCO  have  been  scrutinized.  The  "efficiency" 
variable,  that  is  the  relative  amount  of  resources  consumed 
in  producing  a  unit  of  product,  provides  a  valuable  perspec¬ 
tive  on  management  and  operations.  Improving  efficiency 
(doing  more  with  less)  and  maintaining  cost  effectiveness 
are  in  fact  required  objectives  for  all  government  activi¬ 
ties.  However,  national  security  and  maintenance  of  the 
medical  training  base  (along  with  other  essential 
considerations)  often  intrude  upon,  if  not  drive,  the 
resource  train.  For  example,  while  the  Naval  Hospital  at 
Guantanamo  Bay,  Cuba  nay  or  nay  not  be  efficient  and/or 
cost-effective,  as  measured  by  the  UCA/HCO  yardstick, 
national  security  considerations,  as  well  as  the  nonavail¬ 


ability  of  alternative  sources  of  health  care,  dictate  that 


tha  hospital  reaain  open.  In  addition,  although  this  hospi¬ 
tals  operations  aay  by  eztreaely  efficient,  high  fixed  costs 
and  the  relatively  small  beneficiary  population  aay  cause 
its  costs  per  unit  of  output  to  be  greater  than  other  hospi¬ 
tals  of  siailar  size.  Cost-effectiveness  and  measures  of 
efficiency  (as  currently  developed  using  OCA)  would  there¬ 
fore  be  of  little  consequence  when  making  resource 
prograaaing  or  resource  allocation  decisions  for  this 
hospital. 
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T.  s&SSLmSSS 


The  purpose  of  this  thesis  vas  ts  critically  analyze  the 
Dnifors  Cheurt  of  Accounts  to  estiaate  the  value  of  the 
inforaation  being  generated  and  its  appropriate  role  as  a 
tool  for  aanageaent  control  and  resource  allocation.  In 
conducting  this  evaluation,  two  distinct  levels  of  lanage- 
■ent  and  decision  making  were  examined.  The  first  vas 
management  at  the  activity  level  and  the  second  was  manage*- 
ment  at  higher  authority. 

In  evaluating  OCA  at  the  activity  level,  OCA  data  gener¬ 
ated  by  the  Haval  Regional  Hedical  Canter,  Oakland  vas  used 
as  a  basis  for  discussion.  Although  the  data  used  was 
specific  to  Oakland,  it  is  believed  that  the  conclusions 
reached  on  the  basis  of  the  analysis  may  be  applicable  to 
any  military  medical  treatment  facility  that  is  subject  to 
the  requirements  of  OCA. 

OCA  is  a  cost  accounting  system  that  appears  to  have 
been  designed  primarily  to  meet  the  information  needs  of 
management  at  higher  authority;  however,  as  demonstrated  by 
the  analysis  in  Chapter  III,  it  has  the  potential  to  be  a 
valuable  management  tool  at  the  activity  level  if  properly 


developed  by  individual  aedical  treat aent  facilities  to  meet 
their  specific  needs.  OCi  data  can  be  useful  la  the  evalaa> 
tion  of  both  programs  (services)  and  responsibility  centers 
if  the  data  is  accumulated,  processed,  and  reported  in  a 
manner  that  is  meaningful  to  the  managers  it  is  intended  to 
support.  Managers  must  assess  their  information  needs  and 
then  develop  systems  that  support  those  needs  consistent 
with  OCA  reporting  requirements.  It  is  also  important  that 
managers  understand  what  OCA  data  does  and  does  not  repre¬ 
sent  and  that  they  recognize  the  limitations  as  well  as  the 
strengths  of  the  information  being  generated.  Key  to  the 
issue  of  whether  OCA  data  will  be  used  in  a  meaningful  way 
by  individual  medical  treatment  facilities  is  the  recogni¬ 
tion  of  its  value  eis  a  management  tool  by  the  managers  of 
the  facility. 

Based  on  the  analysis  conducted  in  Chapter  17,  it  can  be 
concluded  that  resource  programming  and/or  resource  alloca¬ 
tion  decisions  by  higher  authority  cannot  be  made  based 
solely  on  OCA/HCO  measures  of  cost  performance  and  effi¬ 
ciency.  While  OCA/HCO  data  may  be  used  as  a  screening 
mechanism  to  assist  in  the  identification  of  hospitals 
and/or  specialty  services  requiring  increased  management 


eaphasis,  additional  indapth  analysis  is  reqaired  befora 
definitive  conclusiocs  can  be  dravn  as  to  their  relative 
efficiencies  or  inefficiencies.  although  the  HCtJ  is  a 
substantial  iaproveaent  in  the  aaasureaent  of  ailitary 
hospital  output,  its  inability  to  leasure  and  thus  account 
for  intensity  of  care  and  case  aix  differences  between 
hospitals  and  within  specialty  services  aust  be  recognized 
by  decision-aakers.  It  aust  also  be  recognized  that  because 
of  apparent  differences  in  the  aedical  practices  of  the 
three  Services,  crcss-ser vice  cost  perforaance  and  effi¬ 
ciency  coaparisons  are  extremely  difficult,  and  aay  in  fact 
be  aisleading.  If  the  OCA/HCO  concept  is  to  play  a  key  role 
in  the  decision  making  process  and  these  limitations  are  not 
recognized,  arbitrary  and  capricious  decisions  aay  be  made 
which  would  penalize  relatively  efficient  hospitals  and 
reward  those  that  are  inefficient. 
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TBB  0«IFOBH  CHiBT  OP  ACCOQITS  FOR  FIXED  HILITARI  HSOICil  AMO 

DEHTAL  IREATHEIT  FACILITIES 

The  purpose  of  this  appendix  is  to  provide  the  reader 
vith  a  fundasental  understanding  of  the  Onifors  chart  of 
Accounts.  It  is  not  an  exhaustive  explanation,  but  rather  a 
frasettork  vith  which  the  reader  unfasiliar  vith  OCA  will  be 
better  prepared  to  understand  the  analysis  contained  in  the 
body  of  the  thesis.  The  inforiation  contained  in  this 
appendix  was  extracted  fros  the  Departaent  of  Defense 
Siii£s£i  Skill  Qt  isssii^s.  ISL  ^ 

BSBSal  ligalaaal  C^ef.  21. 

A.  CHART  OF  ACCOUITS 

OCA  establishes  a  hierarchy  of  accounts  into  which  all 
expense  and  workload  data  can  be  assigned.  it  the  highest 
level  of  the  hierarchy  are  six  functional  categories: 

1.  Inpatient  Care 

2.  Asbulatory  Care 

3 .  Dental  Care 

4.  Ancillary  Services 

5.  Support  Services 


6.  Special  Pcograas 


Each  of  these  six  functioaal  categocies  is  sabdivided  into 
suBsary  accounts  and  subaccounts.  hs  an  exaople,  the  func' 
tional  category  of  Inpatient  care  consists  of  six  sunnary 
accounts: 

1 .  Hedical  Care 

2.  Surgical  Care 

3.  Obstetrical  and  Gynecological  Care 

4.  Pediatric  Care 

5.  Orthopedic  Care 

6.  Psychiatric  Care 

Each  of  these  sunnary  accounts  is  in  turn  conposed  of  a 
nunber  of  subaccounts.  &  conpleta  listing  of  each  of  the 
six  functional  categories  and  their  respective  sunnary  and 
subaccounts  is  provided  as  Appendix  B.  Each  elenent  of 
expense  generated  within  the  health  care  activity  is 
assigned  to  a  particular  subaccount  (work  center)  .  The  sun 


of  the 

expenses 

in  each 

subaccount 

represent 

the 

total 

expenses 

for 

each 

sunnary 

account. 

and  the 

SUB  of 

the 

exp enses 

in 

each 

sunnary 

account 

represent 

fi¬ 

ts' 

<0 

total 

expenses  for  each  functional  category.  Tha  functional 
categories  of  Inpatient  Care,  Anbulatory  Care,  Dental  Care 


91 


and  Special  Programs  constitute  final  operating  expense 
accounts  which  are  the  final  expense  accumulation  points  in 
the  system.  Incillary  Services  and  Support  Services 
accounts  serve  as  intermediate  operating  expense  accounts 
the  expenses  of  which  are  reallocated  in  a  stepdown  process 
to  the  four  final  operating  expense  accounts  identified 
abo ve. 

Each  of  the  OCA  accounts  listed  in  Appendix  B  is  defined 
in  the  OCA  manual  in  terms  of  "function”,  "costs"  and 
"performance  factor".  The  "function”  describes  the  types  of 
health  care  activities  which  are  t/pical  of  each  account. 
These  definitions  assist  the  activity  in  identifying  the 
account  to  which  "costs"  (expenses)  ire  to  be  assigned.  The 
"performance  factor"  identifies  a  uniform  workload  measure 
which  is  used  for  evaluating  performance.  Performance 
factors  for  each  account  are  also  provided  in  Appendix  5. 

B.  STEFDOWH  HETHODOLOGT 

The  assignment  of  Support  service  and  Ancillary  Service 
expenses  to  the  final  operating  expense  accounts  is  accom¬ 
plished  in  a  five  step  sequential  procedure.  At  the 
completion  of  this  process,  all  expenses  contained  within 
the  intermediate  accounts  will  have  been  reallocated  to  the 


final  operating  expense  accounts.  Discussion  of  each  step 
in  the  process  follows. 

1-  Msiaaiaai  s£  Ssagaags 

This  first  step  in  the  cost  assignnent  process  has 
three  phases.  The  first  consists  of  assigning  all  non- 
personnel  expenses  to  the  internediate  and  final  operating 
expense  accounts.  These  expenses  some  priaarily  froe  DOD 

Frograa  fleaent  8,  "Care  in  Defense  Facilities",  of  the 
Operations  and  Maintenance  Appropriation.  However,  any 
expenses  originating  froa  other  DOD  prograa  eleaents  which 
are  incurred  in  direct  support  of  a  aedical  treataent 
facility  are  also  included.  Ihese  expenses  are  assigned  to 
the  appropriate  DCA  account  by  asans  of  the  job  order 
accounting  systea.  The  OCA  aakes  provisions  for  the  estab- 
lishaent  of  indirect  cost  pool  accounts.  These  accounts  are 
used  when  it  is  difficult  to  identify  the  work  center 
responsible  for  incurring  an  expense.  An  exaaple  would  be 
the  expenses  incurred  by  a  ward  which  contained  both  aedical 
and  surgical  patients.  Cost  pool  accounts  aay  include  both 
personnel  and  non- personnel  expenses. 

Phase  two  consists  of  the  allocation  of  depreciation 
expenses.  As  stated  in  the  OCA  annual. 


Costs  of  aodernixation  and  replace sent  investaent  equip- 
aent  funded  froa  the  other  Procureaent  Appropriation  which 


support  a  medical  treatment  facility  shall  be  depreciated 
on  a  straight  line  basis  using  an  eight  year  moving 
average  and  assigned  as  indirect  expenses  during  the  step 
down  reassignment  process  rather  than  as  a  direct  expense 
at  the  time  of  acquisition  [Bef.  2:  pp.3-61. 

The  third  and  final  phase  of  this  first  step 
involves  the  compilation  of  performance  data.  Performance 
data  is  necessary  in  order  to  accomplish  the  stepdown  of 
expenses  from  the  intermediare  operating  expense  accounts 
and  the  indirect  cost  pools  to  the  final  operating  expense 
accounts  as  required  in  step  four.  This  data  is  also 
required  for  the  pre  and  post  stepdown  purification  of 
expenses  required  in  steps  three  and  five. 

Distribution  of  Ful l^-time  Bo ui valent  Man-months  and 

SZBeaseg 

The  distribution  of  full-time  equivalent  (FTE)  man- 
months  and  salary  expenses  requires  two  substeps.  First, 
FTE  man-months  to  be  charged  to  each  account  must  be  deter¬ 
mined.  The  second  substep  involves  the  conversion  of  the 
identified  FTE  man-months  into  salary  expenses. 

Civilian  personnel  salary  expenses  are  calculated  on 
a  monthly  basis  for  each  employee.  Expenses  consist  of  the 
amount  of  funds  obligated  as  a  result  of  ';he  employment  of 
each  employee,  and  includes,  but  is  not  limited  to,  basic 
salary,  incentive  and  hazardous  pay#  the  government 


contribution  to  benefits,  overtime,  and  termination  pay. 


The  salary  expense  for  each  employee  is  charged  to  the 
appropriate  OCA  account  based  upon  the  distribution  of  FTS 
man-months  as  accomplished  in  substep  one.  The  salary 
expense  for  military  personnel  is  charged  to  the  QCA 
accounts  in  the  same  manner  as  that  for  civilian  personnel. 
The  salary  expense  to  be  distributed  for  each  military 
member  is  derived  from  the  D30  Innual  Composite  standard 
Bates  Table  which  is  promulgated  annually  by  the  Office  of 
the  Assistant  Secretary  of  Defense  (Comptroller)  .  The 
amount  to  be  charged  to  the  OCA  accounts  each  month  is 
derived  by  multiplying  the  standard  rate  for  a  member's 
grade  and  military  department  times  the  allocated  FTB 
man-months. 

The  OCA  manual  contains  detailed  guidelines  for  the 
distribution  of  PTE  man-months  and  salary  expenses.  A 
summary  of  these  procedures  is  provided  as  Appendix  c. 

3-  SS.2gIl§gs 

Step  three  consists  of  a  pre  step-down  purification 
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expenses  is  made  in  accoc dance  with  specified  assignsent 
procedares  for  each  account  and  in  the  prescribed  sequence 
shown  in  Appendix  D.  A  pictorial  representation  of  this 
process  is  prowided  in  Figure  A. 1  .  The  next  step  in  the 
process  is  the  assignsent  of  costs  accusulated  in  the  indi¬ 
rect  cost  pools.  These  expenses  are  assigned  to  the 
appropriate  work  center  accounts  "based  on  a  ratio  of 
workload  generated  by  each  receiwing  account  to  the  total 
workload  of  the  indirect  cost  pool"  '  Bef •  2:  pp.3-21]. 

At  the  cospletion  of  the  stepdown  process,  only  the 
subaccounts  of  the  final  operating  expense  accounts  will 
contain  expense  data. 

5 .  £2st  Stepdown  Purification  of  Jiaal  Operating 
Sifisass  &s£2aaia 

The  final  action  consists  of  a  post-stepdown  purifi¬ 
cation  of  the  final  operating  expenses  accounts.  This  final 
purification  consists  of  reallocating  the  expenses  fros  one 
final  operating  expense  account  into  another  final  operating 
expense  account  as  specified  in  the  eppropriate  "cost"  para¬ 
graphs.  This  reallocation  is  accoaplished  by  prorating  the 
expenses  based  on  the  perforaance  factor  or  other  unit  of 
serwice.  At  the  conclusion  of  this  final  purification,  the 


9zpens€s  contained  in  each  sabaccoant  can  be  aggregated  into 
their  appropriate  sauary  accounts  and  functional 
categories. 

C.  BSP0BTXI6  THB  BBSOLZS 

The  DOD  Hedical  Expense  and  Perforeance  Report  (HEPS)  is 
the  vehicle  by  which  activities  report  OCA  data,  and  is 
provided,  for  inforaational  purposes,  as  Figure  A. 2  and  A. 3 
As  can  be  seen,  expense  data  is  reported  by  functional 
category  for  not  only  the  final  operating  expense  accounts 
but  also  for  the  icteraediate  operating  expense  accounts. 
Borkload  (defined  as  the  '*perforBance  factor")  accoaplished 
during  the  reporting  period  is  also  reported.  These  reports 
are  subaitted  by  activities  to  OASO(HA)  through  each  aili- 
tary  services*  aedical  chain  of  coaaand.  In  addition  to  the 
HEPB,  an  activity  has  developed  a  substantial  data  base  and 
has  created  a  nuaber  of  additional  data  displays  at  the 
coapletion  of  the  OCA  process.  A  nuaber  of  these  displays 
are  described  below. 

1.  Account  Subset  Definition  (ASD) 

The  ASD  provides  a  listing  of  all  OCA  accounts  used  by  a 
particular  aedical  treataeut  iacilit/.  It  also  identifies 
the  sequence  in  which  expense  assignaent  will  be  jerforaed. 
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2.  stepdovn  Statistics  Batcix 

Ths  Stspdovn  Statistics  Natrix  inclides  a  listing  of  each 
UCh  account  and  provides  the  perforiance  factor  basis  upon 
which  allocation  of  expenses  will  be  based.  This  satrix 
includes  as  aany  rows  as  there  are  accounts  defined  in  the 
ASD  and  as  aany  coluans  as  there  are  intermediate  expense 
accounts.  For  example*  inpatient  depreciation  is  allocated 
on  the  basis  of  occupied  bed  days  (OBD)  ;  therefore*  this 
display  contains  OBD  data  for  each  final  inpatient  account 
so  that  depreciation  can  be  allocated  to  each  of  these 
accounts  on  the  basis  of  total  OBD's  for  the  facility. 

3.  Direct  Expense  Summary  (DES) 

The  DES  contains  a  listing  of  all  DCA  accounts  for  the 
medical  treatment  facility  and  the  total  amount  of  direct 
expenses  attributed  to  each  account  prior  to  allocation. 

4.  stepdown  Schedule 

The  Stepdown  Schedule  provides  a  detailed  display*  in  dollar 
amounts*  of  the  results  of  the  stepdown  procedure.  This 
display  corresponds  to  the  rows  and  columns  of  the  Stepdown 
Statistics  Batrix  and  is  the  result  of  applying  the  perform¬ 
ance  factors  identified  previously  to  the  expenses 
identified  in  the  DES. 
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5.  Final  Purification 

This  display  provides  a  dat ailed  report  of  the  purification 
of  the  final  expense  amounts  after  etepdovn.  This  display 
identifies  the  allocation  of  those  costs  contained  in  cost 
pools  for  multi '•pur  pose  wards,  multi-purpose  clinics,  and 
outlying  branch  clinics.  After  final  purification,  all 
costs  have  been  allocated  to  the  final  operating  expense 
accounts. 

6.  Computation  Summary 

The  Computation  Summary  displays  e!ich  UCA  account  with  a 
summary  of  all  the  OCA  transactions  that  have  occurred  and 
their  affect  on  the  account.  The  Computation  Summary  has 
the  following  column  headings: 

(a)  The  total  direct  expenses  accumulated  in  the 
account  at  the  beginning  of  the  process; 

(b)  The  amount  of  support  costs  passed  to  the 
account; 

(c)  The  amount  of  ancillary  costs  passed  to  the 
account; 

(d)  The  costs  in  the  account  after  stepdown; 

(e)  The  amount  of  costs  allocated  from  cost  pools 
during  purification;  and 

(f)  The  final  purified  cost  allocated  to  the  account. 


This  display  provides  a  summary  of  each  step  in  the  OCA  cost 
allocation  process  conducted  at  the  medical  center. 


7.  Detail  Dnit  Cost  Report 

The  Detail  Onit  Cost  Report  provides  total  expeases;  output 
aeasures;  and  cost  per  unit  for  each  inpatient,  aabulatory 
care,  dental  care,  and  ancillary  service  account.  The  data 
in  this  display  is  only  carried  to  the  three  character 


subaccount  level 
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This  appendix  proridas  a  coaplate  listing  of  the  six 
fnnctionnl  categories  of  the  Uniform  Chart  of  hccountSr 
along  with  their  respective  summary  and  subaccounts.  The 
functional  categories  of  inpatient  care,  ambulatory  care, 
dental  care,  and  special  programs  ara  final  operating 
expense  accounts.  Ancillary  services  and  support  services 
are  intermediate  operating  expense  accounts.  Also  provided 
in  this  appendix  are  the  appropriate  UCA  codes  and  perform** 
ance  factors  upon  which  the  allocation  of  expenses  is  based. 
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This  appendix  proxiias  a  susaary  of  the  guidelines 
contained  in  the  OCi  aanaal  pertaining  to  the  appropriate 
distribution  of  full- tine  eguiealent  (FTE)  aan-aonths  to  aCA 
Accounts  (work-centers).  The  distribution  of  FEE  aan-aonths 
is  critical  since  it  nltiaately  affects  the  distribution  of 


salary  expenses. 
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2 


[Btf. 


(10) 


■ast  distribat9  thvir  tiB«  Mould  be  the 
■ized  Mard  or  clinic  account  to  Mhich  they 

?re  aesigned.  The  alzed  ward  or  clinic  Mill 
unction  ae  an  indirect  cost  pool.  The  FTB 
Mork  Bonths  accuBulated  in  these  Bized  Mard 
or  clinic  cost  pools  shall  not  be  distribut¬ 
ed  to  the  subaccounts  (subspecialties)  until 
after  the  support  and  ancillary  services 
ezpenses  have  been  stepped  dovn. 


distrj 


dentists  during 
of  postgraduate 
rill  be  considered  50 


ftudent  personnel  FIB  vork  Bonth 
ion..  Physicians  and  dentists  di 
second  or  Xatpr  years 
training  (residency)  m^ _ _  .  _ , 

Sercent  chargeable  to  account  PAK  (Student 
alary  Ezpenses  for  ClassrooB  and  other 
Learning. szperiencei  .  The  reBaining  50 

largeable  vhere  patient  care  is 

...  second 


Lng.  Ezpei 
percent. is  ch 


lans  and 


provided.  Before  the  start  of  t 

Jear  in  such  training,  physician.  . 

entists  Mill  be  100  percent  chargeable 
that  account.  Other  officer  and  enlisted 
tudents  vill.be  chargeable  100  percent  to 
hat  account  if  their  curricula  require  a 
redoBinance  of  classrooB  training  and  con- 


en- 


tribution  to  patient  care  or 
incidental  or  ainor.  Other  oj 
listed  students  vhose  princii 

require  the  perfornance  of  tL _ _ _ 

perforaed  by  peraanently  assigned  personnel 
Mill  be  50  percent  chargeable  to  the 
appropriate  vork  center  and  50  percent 
Chargeable  to  Account  PAK. 


ining _ 

)cipal  duties 
\sks  noraally 


Substep  2.  Conversion  of  Pull  Tine  Equivalent  Ban- 
Months  to  Salary  Bzpense. 


A. 


B 


C. 


D. 


>ense. 
to  t 


hall  be 
e 


A  civilian's  icnthly  personnel  ezp 

that  aaount  of  funds  obligated  due  ..  _ 

eaployaent  of  that  eaployee  during  that  aonth. 
This  Mould  include  basic  salary,  incentive  and 
hazard  pay,  governaent  contribution  to  benefits « 
overtiae,  teraination  pnyaents,  etc. 


A^  ailitary.  aeaber*  s  aont hi y. personnel  ezpense 
shall  be  that  aaount  prescribed  in  the  DOO 
Annual  Coaposite  Standard  Rates  Table  for  that 
ailitary  aeaber's  grade  and  allitary  departaent 
tlaes  the  PTE  aan-aonth. 


nriance  betveen  actual  pay  and  personnel 
izpense  coaputed  froa  the  DOD  Annual  coaposite 
Jtandard  Bates  Tables  shall  be  ignored  for  the 
.  .OCA  reporting. 

It  pp.3-1 1,3-14] 


114 


4£££lfilX  B 

AIXGIUIT  FOB  ZHTBBBBOZiZB  OPBBATZH3  BZPSVSB  BCCOOHTS  AVD 

BASES  FOB  ASSZ6HBBHT 


This  appendix  provides  the  sequence  for  closing  inter* 
sediate  operating  expense  accounts.  This  sequence  aust  be 
folloved.  Zn  general,  intersediate  operating  expense 
accounts  which  render  the  aost  servise  to  other  work  centers 


are  closed  first.  Accounts  which  receive  the  nost  services 
are  closed  last.  Zt  is  laportant  to  recognize  that  once  an 
account  is  closed,  it  cannot  receive  expenses  fros  an;  other 
intersediate  operating  expense  account  whose  expenses  have 
yet  to  be  assigned. 


4S£2a£X 

1.  Depreciation  of  Equipsent 

2.  CoBsand  and  Adainistrative 
Support  services 


tisss  usisaaMi 

As  described  in  the 
Depreciation  Account. 


Batio  of  each  receiving 
account's  nuaber  of  full 
tiie  equivalent  aan*aonths 
(excluding  patients)  to 
the  total  nuaber  of  full 
tiae  equivalent  workacnths. 


Satio  of  each  receiving 
account's  square  footage 
to  the  total  square  foot¬ 
age  of  the  aedical  treat- 
aent  facility. 


4.  Public  Works  (1) 


a. 


Support  And  that  potri^x 
of  saintenance  of  Beal 

specific  work  center. 


Batio  of  each 
account's  square  foot¬ 
age  to  the  total 
square  footage  of  the 
aedical  treataent 
facility. 


b. 


(Iaint«canc«  of. Beal 
Property  and  Hinor  Con* 
str notion  (inclnding 
projects  by  contract  not 
funded  under  10  OSC 
2674)  which  can  be 
identified  with  a  spec* 
ific  work  center. 


Batio  of  hours  (or 
percentage)  of  serwice 
rendered  to  each 
rsseiwing  account  to 
the  total  hours  (or 
percentage)  of  service 
tendered  to  the 
■edical  treataent 
M  ac  A lit y . 


c. 


of 


d.  Transportation  Services 


?atio  of  each  receiv* 
ng  account's  square 
footage  used  to  the 
total  square  footage 
leased  or  rented  by 
the  nedical  treatnent 
faoillty. 

Batio  of  hours,  of  ser¬ 
vice  received  by  each 
receiving  account  to 
the  total  hours  of 
service  received  by 
the  sedical  treataent 
facility. 


B atari el  Service 


b. 


iquipaent  aaintenance 
sy  contract  or  pro- 
rided  by  the  installa- 


.on 


(except  subsistence) 
and  ainor  plant  equip- 
aent  to  total  coaoined 
expenses  for. supplies 
(except  subsistence) 
and  ainor  plant. equip- 
aeat  of  the  nedical 
treataent  facility. 


of  service  ^ in¬ 


to  each  receiv- 


iiUs  . 

ing  account  to  the 
total  serr.ce  r«ndered 
to  the  ned;.cal  treat¬ 
nent  facility. 


Housekeeping  and  Janitorial 
Service  (if 


Batio  of  hours  pf  ser|i^e 


rendered  to  each  receiving 
account  to  the  total  hours 
of  service  rendered  to  ■^he 
nedical  treataent  facilil 


-ty 


SioB^ical  Bquipaent 


a.  Personnel,  bench  stock 
and  shop  equipaent 
costs 


Batio  of .hours  of  ser¬ 
vice  ,  rendered  to  each 
receiving  account  to 
the  total  hours  of 
service. rendered  to 
the  nedical  treataent 
facility. 

Batio  of  hours  (or  . 

Feccentage)  of  service 
endered  to  each 
receiving  account  to 


b.  Hedical  equipaent 

aaintenance  contracts 


the  total  hoars  (or 
parcentage)  of  service 
readered  to  the 
■edical  treataent 
facility. 

8.  Linen  and  Laundry  Service  Batig  of  pounds  of .dry 

laundry  processed  for  each 
receiving  account  to  the 
total  pounds  of  laundry 
processed  for  the  aedical 
treataent  facility. 

Pieces  of  laundry  process¬ 
ed  Bay  be  used  as  an 
alt  amative  assign aent 
basis  only  if  conversion 
to  pounds  of  dry  laundry 
is  prohibitive  In  cost, 
or  prohibited  by  contract. 

9.  Inpatient  Food  Service  Ratio  of  inpatient  rations 

served  to  each  receiving 
account  to  the  total  in¬ 
patient  rations  served  in 
the  aedical  treataent 
facility. 

10.  Inpatient  iffairs  Ratio  of  occupied  bed  days 

in  each  work  center  to  the 
total  nuaber  of  occupied 
bed  days  in  the  aedical 
treatatot  facility. 


11. 


A|b^l|tpry.  Care 


strltion 


Ratio  of  aabulatory 

Fatient  visits  to  each 
tceivisg  account  support¬ 
ed  for  record  aaintenance 
to  the  total  visits  to 
those  clinics. 


12.  Pharaacy 


13.  Pathology - 


14.  Radiology 


Jatio  of  weighted  proce- 
ures  requested  by  each 
receiving  account  to  the 
total  weighted  procedures 
provided  oy  the  Pharaacy. 

Ratio  of  weighted  proce¬ 
dures  requested  by  each 
receiving  account  to  the 
total  weighted  procedures 
provided  oy  Pathology. 

Ratio  of  weighted  proce¬ 
dures  requested  by  each 
receiving  account  to  the 
total  weighted  procedures 
provided  oy  Radiology. 


15.  Central  Sterile  Supply/ 
Bateriel  Service 


a.  Central  sterile  Supply  Ratio  of  .hours  of  ser¬ 
vice  rendered  to  each 
receiving  account  to 
the  total  hours  of 
service  rendered  by 
Central  Sterile 
Supply. 
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b.  Central  Materiel 
Service 


16.  Surgical  Services 


17.  Sane  Day  services 


18.  Special  Procedures 
Services 


19.  Behabilitative  Services 


20.  Huclear  Medicine 


Ratio  of  cost  of  sup¬ 
plies  and  equipment 
issued  to  each  receiv¬ 
ing  accounr  to  the 
total  cost  value  of 
suoplies  and  equipnent 
issued  by  Central 
Materiel  Supoly. 


Batip.of  hours  of  service 
provided  each  receiving 
account  to  the  total  hours 
of  service  provided  by 
Surgical  Services. 


Batip.of  hours  of  service 
provided  each  receiving 
account  to  the  total  hours 
of  service  provided  by 


Sane  Day  Services. 


Batio  of  procedures 
requested  by  each  receiv¬ 
ing  account  to  the  total 

frocedures  provided  by 
pecial  Procedures 
Services. 


Ratio  of  visits  requested 
by  each  receiving  account 
to  the  total  nunber  of 
visits  provided  by 
Rehabilitative  Services. 


of  veighted  proce- 
lures  requested  by  each 
receiving  account  to  the 
total  weighted  procedures 


total  weighted  proc« 
provided  by  Nuclear 
Medicine. 


LEGEND: 

(1)  These  accounts  shall  be  aoved  between  the  Depreciation 
account  and  the  Conaand  and  hdainistrative  Support  Services 

?ccount  when  the  services  are  provided  by  contract  or  by  an 
nstallation  support  service  (other  than  one  nanned  by  the 
nedical  treatient  facility)  .  if  nore  than  pne  account  is 
aoved«  the  relocated  accounts  aust  keep  their  relative 
alignient.  In  those  instances  when  housekeeping  and  jani¬ 
torial  services  are  provided  by  both  an  in-house  work  force 
and  by  contract  to  the  sane  reporting  nedical  treatment 
facility,  the  contract  expense  will  oe  moved  up  in  the  align 
aent  as  provided  for  above.  However,  no  portion  of  the  cpn- 
tract  expense  will  m  allocated  to  the  in-house  housekeeping 
and  janitorial  services  account, 
raef.  2:  pp. 3-23  to  3-281 
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